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INSURING THE SENIOR CITIZEN — A CASE STUDY 
D. D. ULrers 


In 1909, when Mutual of Omaha was 
founded, there were less than 4 million 
senior citizens (age 65 and over) in the 
United States, comprising about 4 per 
cent of the population. Life expectancy 
was 47 years. Today, over 16 million 
senior citizens comprise 9 per cent of the 
population and life expectancy averages 
about 70 years.' 

In 1909, there were relatively few 
health insurance companies. Today, more 
than 1,200 institutions, organizations and 
and companies offer health insurance. In 
1909, the great majority of individuals 
worked until death. They usually lived 
with their families and were cared for at 
home as often as possible. This was an 
old world tradition which had been 
carried to the new country. 

Cultural changes created situations 
whereby senior citizens no longer stayed 
with their families: travel became easier, 
children married at younger ages, or left 
home to seek their fortunes. In 1909, the 
family or the neighbors were depended 
upon to help in time of sickness or injury. 
Today actual circumstances dictate that 
since many families no longer live to- 

D. D. Ulfers is Executive Vice President of 
Mutual of Omaha. He started with the Company 
as an office clerk and served successively as filing 
clerk, claim auditor, health and accident under- 
writer, life insurance underwriter, and chief un- 
derwriter. Mr. Ulfers was named Assistant Vice 
President, Underwriting in 1953 and Vice Presi- 
dent, Underwriting in 1955 and to his present 
position in 1959. Mr. Ulfers is a past chairman 
of the Individual Insurance Committee of the 
Health Insurance Association of America and was 
a member of the Technical Advisory Committee 
of the Health Insurance Council. 

1 Based on Company actuarial records. 


gether, the individual has to provide for 
himself. 

There are many important reasons why 
the average American now lives longer. 
All of these are interrelated to the ad- 
vancement of medical science. Just a few 
of them are cited by Walter Polner. He 
calls attention to the scientific revolution 
in medicine, the rising number of speci- 
alists among the medical profession, and 
other less important factors.” 

The revolution in medical science is 
fact. Deaths from tuberculosis are down 
70 per cent since 1940. Surgery thought 
impossible before World War II is fre- 
quently called “minor surgery” today. 
Antibiotics have been a spectacular suc- 
cess in treatment of infections and other 
diseases. 

Diseases of childhood no longer claim 
large numbers of children before they 
reach maturity. Just in the last twenty 
years there has been, for all practical pur- 
poses, the eradication of such diseases as 
smallpox, whooping cough, polio, and 
diphtheria. More children are living to 
adulthood, so the opportunity to grow 
older is statistically increased. More fre- 
quent use of hospital facilities and the 
special treatment that can only be re- 
ceived there has increased longevity. 

All of this has brought about a decided 
increase in the number of senior citizens 
and insuring them has become an impor- 
tant factor for the health insurance field. 
These medical miracles, along with the 


2 Polner, Walter, “Influences on the Rate of 


Growth of Expenditures for Voluntary Health 
Insurance,” part II, Illinois Medical Journal, 
February, 1960. 
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change in the economical status of the 
country, have increased the cost of medi- 
cal care. Most people will agree that 
saving the life of a loved one is worth 
almost any cost. Somehow, the cost for 
all of this must be met. 

Health insurance has paid an_ in- 
creasingly larger share of the medical 
bills of the public. In 1940, some 12 mil- 
lion people had some form of health insur- 
ance. Today, over 135 million have cover- 
age? 


Developments in The 1940s 
and Early 1950s 


Health insurance companies looked 
closely at the senior citizens for the first 
time in the 1940s. They knew the actu- 
arial risk was serious because of the 
higher incidence of sickness at higher 
ages, but they had no experience on 
which to base rates since there never had 
been health insurance for the senior citi- 
zens. Most policies were terminated at 
age 65. Only a few policies contained 
provisions for renewal after this age. 

An immediate problem in studying 
health insurance for the aged was the eco- 
nomic status of this group. Before health 
insurance was available, everyone paid 
his own medical bills or had them paid 
by relatives, friends or charity. When 
health insurance became a reality for the 
wage earner and younger family, this 
group experienced immediate relief from 
the cost of big medical bills. 

But what was the situation for the 
senior citizen? His cost of living went up 
and, because of the great advances in 
medical care, the cost for his health care 
also went up, and there was no health 
insurance available to buffer these rising 
medical costs. The average income of 
most senior citizens during the early 1940s 
was extremely low because they had lived 
through the depression era. They had 


% The Health Insurance Institute, Source Book 
of Health Insurance Data, 1960, p. 12. 


little or no savings; the depression had 
taken whatever savings there had been. 

Since no actuarial studies were avail- 
able to determine the cost of health insur- 
ance for these older people and since they 
had little money, health insurance com- 
panies were not just wary of offering 
health coverage, they were downright 
afraid to do so. 

This resulted in a limited and awkward 
step toward health coverage for the senior 
citizen during the mid 1940s. Mutual of 
Omaha offered a very limited plan and 
only in a few states at first and did not 
promote its sale. It was not until 1944 
that the issuing age in its policies was ex- 
tended to 70. In 1948, the issuing age 
limit was removed but an additional 50 
per cent premium was charged for those 
65 and over. 

In 1949, an entirely new series of poli- 
cies was developed with no issuing age 
limit and with the same premium charge 
for people of all ages. This did not prove 
feasible and in 1950 the issuing age limit 
was reduced to 75 and again the 50 per 
cent additional premium was charged for 
those 65 through 75. Since that time 
Mutual of Omaha has been extremely 
successful in offering policies to all people 
through age 75. 

But in late 1951 there was still concern 
about those over 75, and based on experi- 
ence from policies issued in previous 
years, a special policy was developed for 
people over 75, with no maximum issue 
age limit. This was a limited program 
issued on a selective basis. It was availa- 
ble in amounts up to $10 in daily room 
benefits, a limited amount for the extra 
miscellaneous benefits, and a small surgi- 
cal schedule. Since then the coverage has 
been expanded so that it can be secured 
in amounts up to $20 in daily room bene- 
fits with increased amounts for the extra 
miscellaneous and surgical costs. 

Only a few of these policies were issued 
in 1952 but in later years the sales force 
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began to promote them more widely, with 

home office encouragement, since the ex- 

perience seemed to be favorable. 
Economic Status of Senior Citizens 

The progress of this plan was watched 
carefully and its experience contributed 
a great deal to what the Company has 
been able to accomplish in these past 
several years. More was learned about 
the senior age risk so that coverage could 
be offered without jeopardizing the finan- 
cial status of the company. Experience 
showed that these people were economic- 
ally better off than most people had 
imagined. Research showed that the per- 
son reaching age 65 was not the product 
of the depression, but rather of the boom 
of the 1940s and 1950s. He had life insur- 
ance and liquid assets, and frequently 
held stocks and bonds which produced in- 
vestment income. 

This senior citizen was in many cases 
found to be better off financially than his 
youthful counterpart. For example, in 
spending units with an income between 
$3,000 and $5,000, 90 per cent of the 
families, where the head of the household 
was over age 65, had liquid assets, while 
only 68 per cent of the these families in 
the age 35 to 44 bracket had liquid 
assets.* 

More persons were reaching retirement 
age with a good pension or compensation 
plan from their employers. Social security 
retirement income plans were just becom- 
ing effective in their fullest means. 

One study, based on the percentage of 
persons age 65 or over reporting assets 
available for payment of medical bills in 
excess of $500, showed that 79.2 per cent 
of persons age 65 have this type of asset 
while only 20.8 per cent of this group 
have no assets. Over 55 per cent own 

‘ Kemp, Martin and Harkness, “Some Obser- 
vations on Financial Assets of the Aged and 
Forand-type Legislation,” The Journal of the 


American Medical Association, Vol. 171, No. 9 
(October 31, 1959), pp. 1228-31. 


their homes, over 53 per cent have 
savings. Only 2.7 per cent said they 
would depend on relatives or children.® 

In addition, it was seen that health 
insurance plans of coverage for these 
people were not advancing as rapidly as 
medical science. The number of senior 
citizens had risen rapidly and the percent- 
age of those protected was not rising 
rapidly enough. 


A Major Break Through 


In 1955, a new major line of policies 
was introduced and renewal practices 
were reviewed. The new plans, which 
were called “Circle Security,” offered 
coverages to those over age 65 and had 
renewal guarantees which were more lib- 
eral than the earlier plans which had been 
cancellable, for the most part, at the 
option of the Company. 

In 1958, experiments began with a 
senior age hospital plan in four southern 
states and, in early 1959, the special 
Senior Security Plan was designed and 
was offered nationally. It contained two 
provisions unheard of in earlier plans. 

These policies were offered without re- 
quiring proof of good health. This was 
considered tantamount to actuarial sui- 
cide, but at least a starting point had 
been gained from the experience with 
other plans. In addition, these policies 
contained a lifetime renewal safeguard 
which the senior citizens wanted and 
needed. 

Since that time, several hundred thou- 
sand Senior Security policies have been 
issued to senior citizens which, together 
with those whom the Company has in- 
sured otherwise, bring the Mutual of 
Omaha total to over 1.2 million insured 
persons in the 65 and over age bracket. 

This background, gives a thumbnail 
case history of what this Company has 

5Shanas, Ethel, Financial Resources of the 


Aging, p. 9 New York: Health Information 
Foundation, 1959. 
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done and explains why it has only re- 
cently begun mass enrollments of older 
folks. 


Developmental Problems 


In discussing some of the problems en- 
countered in starting such a program, it 
should be remembered that reference to 
the Special Senior Security Plan means 
specifically the one enrollment policy 
which Mutual of Omaha _ introduced 
nationally. 

The first consideration of the plan oc- 
curred when some of the general agents 
in the field were experiencing difficulty 
with the plans already available for the 
senior age risks. It seemed that their 
associates were finding many older folks 
who needed the protection and who could 
afford it, but who could not qualify on 
the basis of past health. 


Was Health Information Necessary? 


The health questionnaires which insur- 
ance companies use to determine insura- 
bility caused the rejection of too many 
applicants. Health examinations were not 
required but health information was re- 
quested and if this made it a borderline 
case, the applicant’s doctor was some- 
times questioned. This was accepted as 
a sound underwriting principle and good 
business practice in the health insurance 
field—at least it had been so considered, 
and some felt it always would be. 

But the field force persisted, pointing 
out that the health information was not 
required in considering group insurance 
and insisting that the senior citizen could 
be considered as a specific group. The 
Company felt that the premium would be 
too high on this “group” but did agree to 
study the possibility. 

The actuaries began a day and night 
program of studying all present plans to 
see just how badly the Company would 
have fared had it not applied the principle 


of selection on existing policies for older 
folks. 

In this sense, selection means that it 
was common practice to refuse coverage 
or to issue coverage with a rider which 
eliminated benefits for pre-existing dis- 
eases which could be called recurrent or 
chronic. The elimination rider was an ex- 
cellent tool: it provided coverage for 
many who previously could buy no health 
insurance; it allowed the insured to have 
coverage for all other diseases and acci- 
dents covered by the policy and elimi- 
nated the benefits only for the pre- 
existing, chronic illness. For the company, 
it gave an opportunity to issue coverage 
to a person with a chronic illness and 
still keep the premium reasonable. 

The actuaries reported that the group 
approach was a possible solution. The 
next problem was to establish a group. 
There appeared to be nothing common to 
people of this age bracket except their 
age. This problem was solved on a state 
by state basis, since medical costs seem 
to break down most easily by state. So 
it was agreed to experiment with state 
groups. 

Operating Economics 

This did not solve the cost problem. 
The studies had shown that it would not 
be as much as had been expected. The 
idea of a group approach in considering 
health qualifications brought to light 
some of the other economies of the group 
insurance method of operation. The peo- 
ple could be enrolled on a mass basis 
during a relatively short period of time, 
30 or 60 days. All of the applications 
could be handled in one unit and all of 
the policies mailed at one time. 

It was felt that the senior citizen would 
prefer to pay premiums monthly. Some 
people might be able to afford a monthly 
payment more easily than an annual, 


lump sum, premium. To minimize costs 
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of billing each policyowner monthly, a 
semi-annual premium notice could be sent 
which contained six notices and six enve- 
lopes. Each notice could be marked for 
mailing on a special day on each of the 
following six months. This would elimi- 
nate the regular monthly billing and cut 
mailing costs by 83 per cent. 

This policy was being studied at just 
the time the utilization of the new I.B.M. 
705 electronic data processing machine 
was being perfected. It was found that 
policies could be issued and record infor- 
mation prepared electronically, thus min- 
imizing the time spent on these functions. 
Actually, offering the contract without a 
health questionnaire would save money 
because the policies could be issued by 
machine and the expensive process of 
underwriting each case individually could 
be eliminated. 


Nature of Benefits 

The composition of the plan was an- 
other serious consideration. Just what 
would be offered in the way of benefits? 
what was most needed and which benefits 
would be compatible with an economical 
cost? Mutual of Omaha has a slogan, 
“Maximum benefits at minimum costs.” 
With this in mind the goal was to create 
a plan which was more than just a stopgap 
measure, one which would be beneficial 
to the policyowner and yet economical. 

The decision was to offer a plan which 
provided accidental death, dismember- 
ment, hospital, and surgical benefits as 
follows: 


(1) $1,000 for loss of life, loss of both 
hands or both feet, loss of both eyes, loss 
of one hand and one foot, loss of one 
hand and one eye, loss of one foot and 
one eye. 

(2) $500 for the loss of one hand, or 
one foot, or one eye. 

(3) Up to $10 of daily room hospital 
coverage for up to 30 days. 


(4) Miscellaneous benefits as follows: 
Operating room, the regular charge; sur- 
gical dressings and casts, the regular 
charge; medicines and hypodermics, not 
to exceed $25; blood transfusion, not to 
exceed $15; anesthetic, not to exceed $10; 
X-ray, not to exceed $10; laboratory serv- 
ice, not to exceed $10; oxygen, not to 
exceed $15. 

(5) Up to $25 for transporting the in- 
sured to or from the hospital in an ambu- 
lance. 

(6) Up to $10 (if no claims were made 
for other benefits), for X-rays, because of 
injuries, whether in the doctor’s office or 
the hospital. 

(7) Up to $35 for minor operations and 
$150 for major operations. 

The policy had very few limitations 
and exceptions. This was the Company’s 
first mass enrollment. It was tested in four 
states. 


Experience Modifications 

Soon it was clear that the provision to 
provide 30 days of hospital confinement 
benefits for each sickness or accident was 
insufficient because of the high rate of 
recurrent diseases and the length of hos- 
pitalization for people in this age bracket. 
There was a provision to restore full bene- 
fits for repeat illnesses after a six-month 
waiting period, but it was evident that 
either the recurrence clause or the num- 
ber of days of confinement the plan 
covered should be liberalized. The latter 
choice was made. 

First experience showed that the allo- 
cated allowances for miscellaneous bene- 
fits, such as operating room, X-rays, medi- 
cations, ambulance, and so forth, were 
insufficient. Therefore the plan was 
changed to provide a $1,000 miscellane- 
ous benefit with a deductible amount of 
$100 and coinsurance with the policy 
owner whereby he paid 20 per cent of the 
charges and the Company paid 80 per 
cent of the charges over $100 up to $1,000. 
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The surgical provision was changed to a 
scheduled basis, paying varying amounts 
according to the severity of the operation, 
up to $225. The accidental death and dis- 
memberment benefits as well as the 
special benefit for X-rays due to injury, 
were eliminated. 

All in all, the final verison of the policy 
included hospitalization benefits of up to 
$10 a day for up to 60 days, convalescent 
or nursing home benefits, after at least 
five days of hospitalization, of up to $5 a 
day for up to 55 days, miscellaneous bene- 
fits of up to $1,000 after a deductible 
amount of $100, and a surgical allowance 
of up to $225. 

It was obvious that these factors would 
raise the initial premium of $6.50 but it 
was felt the increased benefits far out- 
weighed the increase in premium. Even 
with the monthly premium of $8.50, the 
Company felt that with the lifetime re- 
newal safeguard this was the finest policy 
ever offered in the health insurance field 
to these elderly people. 

There were many reasons why the 
Company was asked to include a benefit 
for confinament to a convalescent or 
nursing home. Dr. Charles W. Mayo, of 
the Mayo Clinic and a member of Mutu- 
al’s Board of Directors, insisted that fre- 
quently the older patient does need a 
longer rehabilitation period, but that he 
does not always need the intense care 
given in a hospital. The nursing home 
benefit was a significant feature. It was 
the first time that such benefits had ever 
been included in a senior age policy. For 
this important contribution to the health 
care of our senior citizens, the American 
Nursing Home Association presented a 
citation to Mutual of Omaha President V. 
J. Skutt. 


Preparing to Issue the Policy 


Filing insurance policies for statewide 
use in each of the 50 states requires prep- 
aration of materials for the Insurance 


Department of each individual state. It 
is a monumental task. In some cases, it 
requires variation in the terminology or 
approval by more than one group. The 
sheer quantity of material, specimen poli- 
cies and advertising material, and the fill- 
ing in of forms takes days and weeks. On 
most policies, work begins many months 
prior to release in all 50 states. On the 
Senior Security policy, the Company tried 
to meet a one-month deadline in handling 
all filings. 

In addition to the policy information 
which had to be filed with the state Insur- 
ance Departments, there were the various 
materials for use by agents, by the bene- 
fits paying personnel, the advertising, the 
pieces for point of sale explanation, new 
sales suggestions for agents and hundreds 
of separate printing jobs. 

State Insurance Departments responded 
with alacrity, giving every permissible 
assistance. The Advertising Department, 
Promotion Department, Sales Methods 
Department, Benefits Department and 
Training Department cooperated to the 
fullest. It was a masterful display of free 
enterprise recognizing an immediate need 
for a product, developing the product, 
proving it through experiment, and then 
mobilizing for immediate presentation to 
the general public. 

The red tape was cut to a minimum 
and the policy was on the market some 
40 days after the first results of the ex- 
periment proved the acceptability and the 
feasibility of the new Senior Security 
Policy. This means that the material for 
sales and policy issuing was in the hands 
of all 125 general agents and their 325 
sales offices in all 50 states. Over 10,000 
salesmen had point of sale material availa- 
ble in quantity. 

The Company was in a closely competi- 
tive situation. Two other organizations 
either had policies available in some areas 
or were planning to market them soon. It 
was decided to open a national enroll- 
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ment because it would give a favorable 
actuarial picture. It was felt that every 
senior citizen, in every state, deserved the 
opportunity to purchase and own this 
protection. 

The Senior Security Plans were not 
designed to be profit makers, but rather 
as a break-even proposition. While it is 
too early to tell, nothing has happened so 
far to halt the effort to bring this coverage 
to the older people of the country. It 
would appear at this time that the initial 


actuarial estimates were remarkably 
accurate. 
The Sales Force 


Needless to say, the success of any pro- 
gram, where salesmen sell the product on 
a person-to-person basis, depends on the 
salesman’s acceptance of that product.. 

The initial reaction of the field force 
was mixed. The general agents recognized 
the revolutionary concepts in this new 
plan. Some accepted it as manna from 
heaven. Some others wondered if the 
Home Office had made a mistake in com- 
puting the rates. They wondered how the 
insurance could be offered without health 
requirements and still be guaranteed re- 
newable for life. Some were sure the plan 
was a mistake, that the Company would 
suffer financially for it. 

The initial compensation plan for the 
salesmen at the time of sale was a modi- 
fied commission arrangement. Salesmen 
react in a predictable manner—and a 
great deal of controversy was expected on 
this plan. But when the men in the field 
saw the urgency of bringing this plan for- 
ward immediately and keeping its cost 
low, they realized that theirs was an inte- 
gral part in helping these older folks. 
They realized their personal responsibility 
and the need for sacrifice on their part. 
The new plan was a method by which 
they could continue to grow as business- 
men and still help in the national goal of 
insuring the senior age risk. It fit their 


desire to be of service without risking loss 
of their income. 


Introducing the Plan to the Public 


To give impact to the program and to 
provide a spread of the risk, the plan was 
introduced nationally. All advertising 
media were used to announce it. Special 
enrollment periods were held when people 
could sign up for the plan and an all-out 
effort was made on all levels of manage- 
ment to reach as many people as possible. 

The result was immediate wide public 
acceptance. The first enrollment proved 
that people realized the need for the 
coverage and that the price was right. It 
also proved that the demand for the pro- 
tection had been underestimated. Experi- 
ence showed that senior citizens wished 
to chat personally with a salesman about 
the policy. They wanted this coverage 
but they wanted to deal with an individ- 
ual and ask him questions. 

A simple question and answer booklet 
was published which answered the most 
frequent inquiries regarding the plan. 
Brief sales talks were developed to ex- 
plain the plan. Every means was tried, 
including full page newspaper ads, to tell 
the complete story. But still the sales 
force members did not have enough time 
to call on all of those who requested in- 
formation and at the same time keep up 
their normal business routine. 

Typical of the reaction of the press in 
this program is the following excerpt from 
Time Magazine: 

In its 50-year history, Mutual of Omaha 

has pioneered in many a new form of indi- 

vidual health and accident insurance, while 
making itself the largest such insurance 
company in the world. Last week Mutual, 
which has paid out more than $1 billion in 
benefits, took steps to grow even bigger. 

It launched a new hospital-surgical Senior 

Security Policy for people 65 and over. 

For $8.50 a month the Mutual policy will 

pay up to $1,600 in hospital or nursing- 

home costs, plus surgical fees . . . Mutual 
is offering it in all states and U. S. territo- 








ries and possessions, the first such nation- 
wide plan.® 
What Was Learned? 


Before the first enrollment period was 
complete, plans had been started for a 
second national enrollment. Why was the 
plan so widely accepted? Without a 
doubt, the revolutionary nature of the 
plan and the extreme need for it were 
paramount in its influence. But it is also 
reasonable to assume that the sales force 
attempt to call on every individual known 
to be 65 or over was a part of it. 

Mutual of Omaha has always tried to 
emphasize service and we feel that this 
reputation for service helped the plan 
succeed. This quality service is reflected 
in a survey of policyowners in which each 
one was asked, “Are you satisfied with 
Mutual of Omaha’s over-all service?” Of 
the hundreds of thousands replying, 96.49 
per cent said “Yes.” If, as is often as- 
sumed in service surveys, there may be an 
assumption that those who did not re- 
spond were satisfied, the degree of satis- 
faction exceeds 99 per cent. 

Many significant things were learned 
from this first enrollment. First, the im- 
mediate and direct need was demon- 
strated. It had been felt that the need 
existed, but there was much skepticism 
until the business began to roll in. 

Second, was the fact that the senior 
citizen was aware of the need and aware 
of the revolutionary nature of the policy. 
There was evidence that the older person 
knew about health insurance, its terms 
and terminology. He saw a bargain and 
bought it. 

The third fact was that the electronic 
data processing equipment could handle 
completely a program like this. There 
were machines which would accept and 
record initial policy information, type the 
policy, issue it and fold it. Other equip- 
ment would place it in an envelope, stamp 
the envelope and drop it in a mail bag. 


® Time: March 23, 1959, p. 67. 
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Fourth, was that the senior citizen 
wanted to talk individually to a represent- 
ative of the company about its product. 

Another significant discovery was that 
the agent in the field would accept a 
deferred compensation plan and that his 
regular business would not be adversely 
affected in most cases. 

Much was learned about the composite 
personality—“Senior Citizen,” including 
his financial status, his needs and his 
desires. The evidence showed, for ex- 
ample, that most senior citizens are finan- 
cially better off than most people care to 
admit. One survey showed that the senior 
citizen leaves only 1.5 per cent of his 
hospital bills unpaid while younger folks, — 
on the average, do not pay 14.9 per cent 
of their bills. 

Senior citizens were shown to have 
more assets than younger married couples. 
They usually own their homes or at least 
are not saddled with high interest, long 
term mortgages. In addition they do not 
have the responsibilities of saving for the 
future—for college educations, for chfl- 
dren, long range major purchases sueh 
as a car, appliances and so forth. 

The evidence is not all from this pro- 
gram. Professors Wiggins and Schoeck 
reported in the Wall Street Journal that 


Cash income is, however, an inadequate 
measure of the financial position of any 
population, and particularly the older 
population. Ownership of a fully furnished 
home, the completion of responsibility to 
children, completion of premium payments 
on life insurance and similar considerations 
enter the picture. A very significant index 
to financial independence is the statement 
of net worth. The aging (in their study) 
were asked to estimate their net worth, 
that is, the cash value of their assets minus 
their liabilities. The model aging respond- 
ent reported his cash-equivalent assets 
over liabilities to be in excess of $10,000.7 


TJames W. Wiggins and Helmut Schoeck, 
“The Aging: Neither Indigent nor Childlike, 
They Want Government Aid as Very Last, Not 
First, Resort,” The Wall Street Journal August 
18, 1960, p. 10. 
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As a group, senior citizens spend less 
on food, clothing and other household ex- 
penses that do younger couples, even less 
per capita. 

In short, it was evident that not nearly 
as many senior citizens are indigent as we 
had been led to believe. It is a great deal 
like the “big lie.” If one hears it often 
enough, he believes it. We had heard that 
no one could afford our plan, that every- 
one over 65 was poverty stricken. This 
was proved to be untrue. 

Many children saw our plan as a means 
of protecting their parents. They could 
help discharge their parental obligations 
by purchasing such policies. 

Our studies showed that everyone can 
obtain medical care when it is needed. In 
Omaha, for example, there are two clinics 
with huge staffs of doctors who donate 
their time and services. There are doctors 
who volunteer for assignments at the 
County and University hospitals. Payment 
for services is asked only when the finan- 
cial resources of the family allow. This is 
typical of many communities. 

The telephone directory lists the names 
of associations which may be called in 
emergency by indigent persons of all ages. 
In short, the indigent, who can not afford 
insurance, can receive their medical care 
through another means—through the do- 
nated time of the country’s men of medi- 
cine, through county assistance programs 
and state welfare aid. 

Those with sufficient means could pro- 
vide for their own care. Insurance for 
senior citizens, who could afford the 
modest. premiums, was another aid in 
closing the gap. The final group was the 
indigent, and the Kerr-Mills law, properly 
implemented by the state, solves this 
problem. 

It is important to point out that the 
Kerr-Mills bill does not limit itself to 
those who are receiving social security 
benefits, but rather provides benefits to 
those who need medical care and cannot 


pay for it . . . those who are truly indi- 
gent. No sick person needs to be unat- 
tended, if that person wants and will 
accept medical care. 


Latest Developments 


From the success of this plan and based 
on what was learned from it, seven new 
plans geared specifically for the senior 
citizen, have been developed since the 
first enrollment plan in 1959. Some of the 
new plans are enrollment policies, sold 
without health requirements and during 
open enrollment periods. Other plans are 
normal health insurance, but based more 
on the needs of the older citizens than on 
the needs of a growing family. 

Just one example of the plans which 
were developed because of this accept- 
ance of the first plan is the Senior Security 
Special plan. It is the neatest, simplest 
policy Mutual of Omaha has ever sold. It 
pays $50 a week for up to 50 weeks while 
the senior citizen is hospitalized. It is 
designed to provide cash to help pay for 
the incidental expenses which can accom- 
pany illness or accident. It costs only 
$4.50 a month and is sold regardless of 
past or present health and is protected by 
a lifetime renewal safeguard. 

Another example is the Major Medical 
plan with a choice of up to $5,000, $7,500, 
or $10,000 in medical care benefits, for an 
economical premium based on age. The 
applicant also has a choice of deductibles 
of $500, $750, or $1,000. The premium, of 
course, is higher at the higher ages but 
the benefits paid at the higher ages are 
substantially more than those paid for a 
younger person. 

The Major hospital expense policy is 
another which allows the applicant to 
choose between two deductibles of $250 
and $500, which, while putting a limit of 
$25 a day on daily room benefit, pays 80 
per cent of the actual cost over and above 
the deductible to a total of $5,000. This 
plan even includes the cost of a graduate, 
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registered nurse during hospital confine- 
ment. 

Contingent benefits to the Company as 
a result of these policies for senior citizens 
include the good will which has been 
created among the children of these senior 
citizens. When they think of health insur- 
ance, they now think of Mutual of Omaha, 
the company which offered health insur- 
ance to their parents. 

The field force was able to turn this to 
its advantage. Prospects for their regular 
lines of business were solicited from the 
older folks and frequently the Senior Secu- 
rity Plan was used as a source for new 
business in other lines. 

The Senior Security Plans showed to 
the other organizations in the health care 
field that the Company really was inter- 
ested in the over-all good of the public 
and that it was willing to cooperate in 
bringing voluntary health insurance to the 
senior age risk. This has created addition- 
al good will among members of the medi- 
cal profession and the American Medical 
Association. Both on a national level and 
through individual doctors on a commu- 
nity level, the medical profession has 
done a spectacular job in proving that the 
need for federal intervention in the health 
field is unnecessary. The A.M.A. quickly 
realized that our program was a step to- 
ward proving that health insurance was 
available for the older person, that it was 
not economically out of reach and that it 
was available regardless of past or present 


health. 
The Underlying Philosophy 


Let us consider for a moment, the basic 
reason for the Senior Security Plan and 
what the Company hopes the long-range 
results will be. 

In 1958, political agitation for socialized 
health care for the senior citizen came in- 
to national focus. In 1959, this became a 
political issue and hearings were con- 
ducted in many committees on a number 


of proposed health care plans for the aged. 
The most prominent of these was the 
Forand Bill, which died in committee and 
ultimately was replaced by the Kerr-Mills 
law for voluntary, federal-local care for 
the aged. As of this writing, no federal, 
compulsory, social security tax supported 
program has been adopted. 

It is the hope of this Company that the 
Senior Security Plan, its counterparts in 
other companies, the work of the medical 
profession and other new developments 
will prevent a socialization of the medical 
system of our country. 

This hope is based on a realization that 
the free enterprise system established by 
our forefathers is the reason why our 
country is the finest in the world. It is 
free enterprise which has made this the 
best fed, the healthiest, and the richest 
country in the history of mankind. It is 
to be hoped that at the height of perfec- 
tion of this system, it will not be seen fit 
to legislate it out of existence. Federal 
control of medicine must mean that feder- 
al control of other facets of individual life 
is not far behind. In the end it may re- 
sult in federal elimination of the individ- 
ual as a member of society. 

There are many other reasons for op- 
posing the compulsory, tax supported 
Forand-type medical care plans. 

(1) The plans themselves do not offer 
coverage to all of those over age 
65—there is no protection for the 
estimated 5 million persons who 
are not covered by the basic O.A.S.- 
D.I. program. 

Social security is not a program 
where the working man of today 
saves for his retirement and protec- 
tion tomorrow. It is a program 
where the working man of today 
pays for the retirement of today’s 
senior citizen. Were we to exper- 
ience continuing growth in num- 
bers among the senior citizens (as 
has occurred in the last twenty 


(2) 
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years) present allocations would 
not be sufficient for retirement 
alone. Great increases in the 
F.I.C.A. tax would be required 
simply to continue the present pro- 
gram, without adding medical care 
benefits. This insufficiently funded 
program of medical care could 
destroy the basic good of the over- 
all retirement program. 

Because social security is camou- 
flaged as a benefit rather than a 
tax, it has been used in each elec 
tion year since 1950 as a means of 
giving something to the people 
without taxing them for it. Few, if 
any, look on social security as a 
tax. They view it as a benefit. Thus 
the politician is allowed to increase 
benefits and allay the fear of pay- 
ment by the voter. 

The compulsory tax approach could 
mean that in 15 or 20 years, social 
security taxes would be taking 15 
per cent of the payroll dollar. The 
schedule for the present program, 
with no increases in present bene- 
fits or addition of medical care 
benefits, will increase by 50 per 
cent in the next 8 years. By 1969, 
social security taxes will be taking 
about 11 per cent of the payroll 
dollar from the average wage earn- 
er and his employer. 

There is no doubt that a socialized 
program of insurance for the senior 
citizen is but a stepping stone to- 
ward national health insurance for 
every citizen and finally socialized 
medicine. Opponents of the volun- 
tary way of doing business claim 
that this program would apply only 
to the aged and never would be 
extended to protect all citizens. 


(3) 


(4) 


(5) 


We disagree and base this disagree- 
ment on history. Consider Public Law 880 
of the 84th Congress (the George amend- 


ment to the Social Security program). 
This law extended disability insurance 
benefits to eligible persons age 50 and 
over. It passed the Senate by one vote in 
1956, with many senators saying that they 
would not vote for the program unless 
they knew that the age never would be 
lowered. In 1960, this same program was 
extended to all fully insured persons with 
20 quarters of coverage, by Public Law 
778 of the 86th Congress. Today, the one- 
vote margin of 1956 has the impact of a 
unanimous decision. Public Law 880 was 
a foot-in-the-door on disability insurance, 
despite the exclamations of senators to the 
contrary. Public Law 778 proved it. 

A national, compulsory, tax-supported 
program for the senior citizen would 
cause the same reaction. Today, many 
who favor it do so with the understanding 
that the age limit never will be lowered. 
Tomorrow, they, or their replacements in 
Congress, may feel differently. The result 
will be national health insurance and 
socialized medicine. Tomorrow they will 
argue that since we already give care to 
those over 65, those age 45, 35 and 25 
have the same right to it. 

Through voluntary health insurance, 
Mutual of Omaha now insures some 1.2 
million senior citizens. The other organi- 
zations in their field insure about 8 million 
more. Of the remaining 8 million who are 
uninsured, many do not want or need 
health insurance—perhaps because of 
financial well being or because they are 
already wards of the state in institutions, 
because they are retired members of reli- 
gious organizations and so forth. Further, 
all who really need medical care in this 
country can receive it. 

In addition, policies to help cover the 
costs of medical care, which are paid up 
at 65, are now available not only in our 
company, but in several others. Then, too, 
the policies which have been developed 
in the last few years and are being devel- 
oped now, provide guarantees that cover- 
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age may be continued beyond age 65. 
Thus, as the years go by, the percentage 
of those people 65 and over having health 
insurance will increase continuously. 

A federal, compulsory system of health 
insurance for the aged is not needed, al- 
though we agree with the Kerr-Mills con- 
cept that something more must be done 
for the indigent. 

The adoption of a compulsory program 
would mean demise of the free enterprise 
system not only in medicine and in insur- 
ance but in all facets of our life. This 


would be a major step forward for social- 
ism as it creeps toward other fields such 
as education, transportation, construction, 
and agriculture. 

The Senior Security Plans and the other 
plans developed because of this revolu- 
tionary concept are significant answers 
by the private insurance industry which 
will continue to do research and strive to 
do a more complete job of providing 
health insurance for people of all ages 
with maximum benefits at minimum cost. 








THE ECONOMIC SIGNIFICANCE 
OF LOSS-SHIFTING IN THE UNITED STATES* 


Rosert L. BoMBAUGH 


The purpose of this paper is to explore 
some of the economic magnitudes in- 
volved in the process of compensating 
individuals for losses suffered. The term 
“loss-shifting” has been borrowed from 
Dean Pound? and arbitrarily redefined 
for purposes of this paper to cover this 
process of compensation. 

The principal lines of inquiry pursued 
include: (1) the extent to which these 
personal losses are absorbed by persons 
other than the individual victim and his 
family, (2) the dollar quantum of com- 
pensation in relation to national indices 
of economic magnitude, and (3) the 
aggregate amounts of economic output 
which are consumed in the process of 
accomplishing and controlling the loss- 
shifting process. 

Before proceeding further with these 
inquiries, certain definitional problems 
must be faced. The first problem in estab- 

* This paper was prepared as a part of the 
research project, Economics of Injury Litigation, 
sponsored by the University of Michigan Law 
School. The author acknowledges assistance in 
the preparation of this article for publication by 
Charles E. Voltz, Research Assistant on the pro- 
ject. 

Robert L. Bombaugh, A.B., J.D., is an Associ- 
ate Attorney in the firm of Thompson, Raymond, 
Mayer, Jenner and Bloomstein in Chicago, Illi- 
nois. During the past year and a half, Mr. Bom- 
baugh helped prepare the Illinois Annotations 
to the Uniform Commercial Code for presenta- 
tion to the Illinois Legislature. 

1The term “loss-shifting” appears to have 
originated in an offhand comment of Dean 
Pound in “The End of Law as Developed in 
Legal Rules and Doctrines,” 27 Harvard Law 
Review, 195 at 233 (1914). 


lishing a workable concept of loss-shifting 
relates to defining the loss itself. At the 
periphery of meaning, any change in the 
individual's well-being which he or society 
(depending on the relative importance at- 
tached to the interests of society and the 
individual ) regards as detrimental, can be 
considered a loss. Such a broad definition 
would preclude any scientific observation 
because of the serious shortcomings in 
our knowledge of the psychic and spirit- 
ual make-up of man. 

This paper resorts to baser inquiries 
founded in a materialistic concept of loss. 
Consideration is limited to losses caused 
by illness, injury, or death. The losses 
considered are limited to economic losses, 
with the exception of certain non-econo- 
mic losses for which society has provided 
a mechanism for attempted compensation 
(e.g., pain and suffering in tort claims). 

The problem of defining “shifting” re- 
mains. The typical tort liability case offers 
the simplest example of the shifting proc- 
ess. P, who is hurt in an accident caused 
by the fault of D, calls upon the legal 
system to force D to redress the wrong 
by compensating P for the injury suffered. 
To the extent that P is successful in fore- 
ing D to compensate him, he has shifted 
the loss to D. 

The shift to D is not, typically, the end 
of the shifting process. 


Of prime importance is the fact that 
wherever there is widely held insurance, 
tort liability no longer merely shifts a loss 
from one individual to another, but it 


(13) 








14 The Journal of Insurance 


tends to distribute the loss according to the 

principles of insurance, and the person 

nominally liable is often only a conduit 

through whom this process of distribution 

starts to flow.? 

(Emphasis supplied. ) 
The author of the foregoing excerpt clear- 
ly distinguished between shifting and 
distribution. For purposes of this paper, 
however, the term “shifting” is used to 
cover the total process. Thus, loss-shifting 
encompasses a number of distinct possi- 
bilities. 


(1) The payment by D to P of a sum 
required by the common law of 
torts, by workmen’s compensation, 
or by some other legal system. This 
is essentially uninsured legal lia- 
bility. 

(2) The payment to P by an insurance 
company of a sum for which D is 
liable by common law, workmen’s 
compensation, etc., but which the 
insurance company has obligated 
itself to pay on D’s behalf. This is 
essentially insured legal liability. 

(3) The payment to P by an insurance 
company of a sum required by a 
policy of life or health insurance. 
This is essentially voluntary private 
insurance. 

(4) The payment to P by the govern- 
ment of a sum awarded under a 
plan of social insurance or public 
assistance. 

(5) The continuation of wage pay- 
ments to P, even though disabled, 
under a paid sick leave arrange- 
ment with his employer. 


In possibilities (2), (3), (4), and (5), 


2James, “Accident Liability Reconsidered: 
The Impact of Liability Insurance,” 57 Yale Law 
Journal 549 at 551 (1948). The ground work 
for this distinction was apparently laid by Wil- 
liam O. Douglas in his article, “Vicarious Liabil- 
ity and the Administration of Risk,” 88 Yale Law 
Journal 584 (1929), and more remotely by 
Young B. Smith in “Frolic and Detour,” 23 
Columbia Law Review 444, 456-460 (1923). 


there is, in addition to the primary shift 
(to the person paying P), a secondary 
shift to a wider class of premium payers, 
tax payers, or consumers. This secondary 
shift is what has commonly been called 
distribution. There are also succeeding 
waves of shifts to the extent that recipi- 
ents of other loss-shifts are able, as busi- 
ness men, to raise their prices and recover 
the costs of preceding shifts. These suc- 
ceeding waves are, presumably, rapidly 
dissipated. 


Extent of Loss-Shifting 
in the United States 


The losses associated with death and 
health impairment are those that initially 
fall on the individual victim, or his sur- 
vivors. Because of loss-shifting, the bur- 
den of a large part of these losses is re- 
moved from these persons, although, as 
has already been indicated, the methods 
used to shift the loss are many and varied. 
Separate systems such as tort liability, 
workmen’s compensation, voluntary insur- 
ance, and social insurance frequently over- 
lap so that often benefits are received 
from two or more systems. There are 
also cases where the injured individual 
does not receive benefits from any loss- 
shifting system. 

In Table 1, the writer has compiled as 
many benefit payments made under loss- 
shifting systems in 1957 as he could. Al- 
though it is obviously impossible to in- 
clude all such benefits at least the major 
ones are included. 

The benefits shown in Table 1 are 
total payouts of the various loss-shifting 
systems. They do not represent net bene- 
fits received by the individual suffering 
the loss, since typically he bears some ex- 
pense in prosecuting a claim for benefits. 
For example, in a tort liability or a work- 
men’s compensation case, the claimant 
may have to pay to a lawyer or other 
claim representative part of the “compen- 
sation” paid for his loss. There may also 
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TABLE 1 
BENEFITS PAD FOR LOssES SUFFERED, Benefits 
BY Loss-SHirtinc SysTeM, 1957 gy wal 
Tort Liability 
Automobile Personal Injury Liability Insurance, Direct Losses Paid *®............... $ 1,141 
Other Personal Injury Liability Insurance, Direct Losses Paid®*.............. a 213 
Personal Injury Claims Paid by Railroads and Motor Carriers #.................... 111 
ET ee SN eas oo oe Re kee eek cae SURE DETTE Coeee = Oreent 1,465 
Workmen’s Compensation 
NOUS SC BND, A LLba gs ek oe DG dil an ss cei ew GLa a wads See a I Se eee 80 
ES ET Peer GT SE FE Ie NE ey Ne Maney nhecrange t= 620 
os ce acu aa diy oo ha ep aa baal wee Read BT reed coe eae oekina 365 
en, SUA it COUN ng ng Ss tad ba aca Betas o Soha Waee de eES 1,065 
Paid Sick Leave * 
NN oo ch, a ua c.c gin wc sthivid dite pin ean a » he Er eet hte 626 
Ie IIIS 2 5 gaa Sh are bd SRS EN oe ce OOM. Cli Baas Os ue ema EN 323 
II PN RON ok. isc vv wiciloce 0 cite a Sw bla beh CPR ao acene a Dae tenors 949 
Voluntary Insurance 
i En, eee aka pew aweseabesbey bles cokes 2,711 
Se Re IO i i iss kg he « + ok: s Aedie KK bp 4 «4 nde eie b's wh hiaweads 115 
Hospital and Medical Expense Insurance Benefits (Ins. Co.)*.................. Jee 2,005 
Blue Cross, Blue Shield and Similar Plans!........................ 0000 cece ee eeeee 1 ,852 
Accident and Health Ineurance Bemefits® - ...... ...ncc cies ew ce cca ce ns ccwacsenccse 2,147 
ee ONO Ss La S55 dere ww Shee o VN Paw teen Lake Hae 8,830 


Social Insurance and Public Assistance 


NN, NN ib cid, four giy's thd Rin 4'0 0 VERS Rs cele es bids UE 2,526 
in ci aa a aya deena a OA Sip ho AREAL SEN OL Rea a ude ee 2,959 
I Se SL Oe Ie eka bus a ean ee culen sbameleheuen 1,038 
ne EE SN ns. .  aiavlons Se blv «x 5h ote iai tae We aie bork ele ee Cae 821 


Total Social Insurance and Public Assistance......... 2.2... ..000 50.0 $ 7,344 


ate A aS Filed dn Ses ee RECS eee FTO CS Faw $19 ,653 

* Spectator, Insurance by States, 1958, pp. 3-4. 

* By comparison, losses incurred in 1957 were $1,341,463,000 according to Best’s Fire and Casu- 
alty Aggregates and Averages, 1958, pp. 126, 192. 

¢ By comparison, losses incurred in 1957 were $251,030,000 according to Best’s Fire and Casualty 
Aggregates and Averages, 1958, pp. 124, 191. 

* Includes payments to employees and others by Class 1 Railroads, Railway Express Agency, and 
motor carriers of passengers, Bureau of Transport Economics and Statistics, 71st Annual Report on 
Transport Statistics in the United States, Part 1, Table 100; Part VII, Tables 2, 40 and 50. 

* Social Security Bulletin, Annual Statistical Supplement, 1957, Table 7, (1958). 

* Skolnik and Katz, “Workmen’s Compensation Payments and Costs, 1957,” Social Security 
Bulletin, Vol. 21, No. 12, (1958), p 18. 

® Skolnik, “Income-Loss Protection Against Short-Term Sickness: 1948-57,” Social Security Bulle- 
tin, Vol 22, No. 1, (1959), p. 7 at 10. 

"Survey of Current Business, March 1958, S-18. See also Institute of Life Insurance, Life 
Insurance Fact Book, 1958, p. 39. To the extent that benefit payments under life insurance contracts 
consist of a return of savings, the amount of compensation for loss is overstated. 

‘ Health Insurance Institute, Source Book of Health Insurance Data, 1959, p. 35. 

1 Includes payments under OASDI, railroad retirement, federal civil service, other federal con- 
tributory, federal non-contributory, state and local government retirement, and veterans’ programs. 

* Includes payment under OASDI, veterans, railroad retirement, federal civil service, other federal 
contributory, federal non-contributory, state and local government retirement, state temporary dis- 
ability insurance, and railroad temporary disability insurance programs. 

' Social Security Bulletin, Annual Statistical Supplement 1957, (1958), Table 105. This figure 
includes aid to dependent children. Since one ground for such aid is continued absence of a parent 
from the home, some of these payments should be removed for complete accuracy. However, since 
it was impossible to estimate the exact amount of this aid given, the total figure is used. 

™ Includes the cost of medical care provided, rehabilitation expenses and homes for paraplegics. 
Administrator of Veterans’ Affairs, Annual Report, 1958, Tables 96 and 97. 
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be some expense involved in applying for 
reimbursement of insured losses or for 
social insurance and public assistance. 
The extent of some of these expenses will 
be discussed in the section on the costs 
of operating loss-shifting systems. 

The least complete of the data are 
those for payments made under tort lia- 
bility. The only data available cover pay- 
ments by liability insurers and by rail- 
roads and motor carriers. Payments made 
in insured automobile cases suggest the 
possibility that uninsured payments in 
this type of case may also be significant. 
However, uninsured automobile liability 
payments are probably small in relation 
to the quantities in Table 1 because of 
the financial irresponsibility of most un- 
insured motorists. Another type of pay- 
ment under tort liability that may be 
important is payment for product liability 
which is not covered by insurance. No 
data were available from which to esti- 
mate the importance of this type of pay- 
ment. 

Table 1 does not contain any payments 
made by private charities, including 
friends and relatives. This omission re- 
flects the very sparse data available on 
the extent of such payments. The best 
that can be said here is that some pay- 
ments of this type were made, although 
the amount, even in general terms, is 
unknown. 

As noted, previously, some of the 
amounts set forth in Table 1 include com- 
pensation for losses other than economic. 
There are a variety of ways in which com- 
pensation paid in particular cases may 
exceed the economic losses in the same 
cases. A striking illustration is payment 
~ 3 Cf. Committee to Study Compensation for 
Automobile Accidents, Report to the Columbia 
University Council for Research in the Social 
Sciences, (1932) [popularly known as “The 
Columbia Study”]; James and Law, “Compensa- 
tion for Auto Accident Victims,” 26 Conn. B. J. 
70 (1952); New York (State) Insurance Dept., 
The Problem of the Uninsured Motorist (Al- 
bany, 1951). 


for pain, suffering, grief, and humiliation, 
which is expressly permitted by tort law. 
There appears to be no way of estimating 
the extent to which this compensation 
exceeds economic loss. 

Another instance in which recorded 
compensation may exceed economic loss 
is the payment of life insurance death 
benefits. A large portion of life insurance 
benefits is paid because of the death of 
persons who have passed the age where 
they are producing income. Although 
medical and burial expenses are usually 
incurred in these cases, there is typically 
no significant wage loss. Even though 
the econumic loss here is small in com- 
parison to the benefits paid, the apparent 
difference between the two is reduced by 
the extent to which the benefit payments 
represent a return of the insured’s savings. 
And, since the savings element is likely 
to be greatest for older persons (the very 
group that suffers the smallest wage loss), 
the “pure insurance” benefit comes much 
closer to economic loss than do the gross 
figures. 


Relation of Loss-Shifting 
to National Income 


A common method of gauging the mag- 
nitude of an economic phenomenon in re- 
lation to other social problems is to relate 
the total expenditure to one of the meas- 
ures of national income. The initial prob- 
lem is what measure of national income 
should be used as a basis of comparison 
with personal injury compensation—gross 
national product, national income, or per- 
sonal income. Since personal injury losses 
and compensation are generally thought 
of primarily in terms of changes in indi- 
vidual income, it would seem that per- 
sonal income would be the most appropri- 
ate national aggregate for comparison. In 
1957, personal income reached almost 348 
billion dollars.‘ 

* Survey of Current Business, 1958 Supple- 


ment, “United States Income and Output,” 
Table II-1. 
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However, comparison of benefits re- 
ceived under the various loss-shifting 
systems presents some statistical difficul- 
ties. This is a result of the different 
treatment provided for the different loss- 
shifting systems in the personal income 
accounts compiled by the National In- 
come Division of the Office of Business 
Economics. Part of the benefits received 


under loss-shifting systems are treated as 
labor income, part as business transfer 
payments, and part as government trans- 
fer payments. Some benefits received are 
considered private transfer payments and 
are not included at all. Nevertheless, by 
grouping the amounts set forth in Table 
1 according to how they are categorized 
for personal income purposes, a reason- 





TABLE 2 
Loss-SHIFTING BENEFITS AND PERSONAL INCOME, 1957 





Per Cent 
of Personal 
$ Millions Income 
Payments Wholly Included in Personal Income 
Personal Injury Claims Paid by Railroads and Motor Carriers*...... . $ ill 
Workmen’s Compensation hgh mye re gh pt he ey ies ep tsigs bie 1,065 
Ra Me IR Cie ei eta a a ee Bee gE 949 
Social Insurance and Public Assistance * (excluding veterans’ medical 
EA Soha bso) pak Powe Soa 2 PEN CANCE COG Ciel eum sa enlekDoaad 6,523 
a a. ewan Ae Ue Cale 8,648 2% 
Payments Partially Included in Personal Income 
I ks Ue Sov cleyk Sia awa daeweSbebcdtba veut. 1,354 
ee er MIN 585 rc GUS Aiea Siew O00 OSs wee ee 821 
Tae Eek is cea le dah atin amen tiem me ecbncaear aan 2,175 1 
Payments Wholly Excluded from Personal Income 
pd RAR see Ber COAT EP Hie pire EGR. ly? 8,830 3 


* The payments made by railroads and motor carriers are included in two categories of personal 
income: (1) those made to employees are included in labor income, and (2) those made to persons 
other than employees are included in business transfer payments. Detailed data on the allocation 
are not available. 

» Workmen’s compensation and paid sick leave are both treated as part of labor income. Appar- 
ently they are viewed as a substitute for higher wages that could be paid if only time actually spent 
at work were compensated. Thus, theoretically, there is no shift outside the confines of the working 
population. Nevertheless, for present purposes, both systems involve loss-shifting since there is at 
least a distribution of the loss within the working population. 

© Social insurance and public assistance benefits present no serious statistical problems, since all 
but veterans’ medical benefits are included in government transfer payments. 

* Tort liability payments present serious difficulties because payments by non-business defendants 
are treated as private transfer payments and excluded from personal income. Payments by business 
defendants, on the other hand, are treated as business transfer payments and included. It was im- 
possible to break down the figure appearing in Table 1 for automobile and other personal injury 
liability insurance payments for business and non-business individuals; part of these are included 
and part are excluded. It is impossible to determine how much is included in business transfer pay- 
ments. The payments by business to persons other than employees is included in “other business 
transfer payments.” The Office of Business Economics has declined to publish the breakdown of this 
category because of the unreliability of the figures. Letter from Selma F. Goldsmith, National In- 
come Division, September, 1959. 

*The medical benefits for veterans are provided in kind with no flow of funds. Therefore only 
those expenses incurred that are paid to individuals (such as doctors) or which were paid to corpo- 
rations and filtered through the dividend process to individuals are reflected in personal income. 

‘ Voluntary insurance benefits paid to individuals are treated as private transfer payments and 
are excluded from personal income. In effect what happens is that losses are paid out of premiums 
which in turn are usually paid out of current income so that part of personal income is involved 
in the loss-shifting process although no account is taken of the payments actually made in the 
accounting procedure. A contrary method would involve double counting. 
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TABLE 3 


SysTEM OPERATING Costs OF Loss-SHIFTING IN 1957 











Costs 
($ Millions) 
Tort Liability 
NR Re EL RNS RR ae RS $ 108 
Cost of Court System Allocable to Personal Injury Litigation.................... 73 
RS er 85 ci binky Sip'o- s « pee gtaé belied $13 ,000 ,000 
A See Be awd gs ck ug D0 adll'v-e's XGA 26 ,000 ,000 
I Pe eet a. ole ts de ede cwbeu ns eetes 34 ,000 ,000 
Personal Injury Liability Insurance Expense *...................000ceceeceeeees 751 
AGRE CT ESIN ATU SEN CESS U UN occ cd ek Rebbe vee ee cw enue asst ew na cet 932 
Workmen’s Compensation 
RES eS oy co's calc ee Cae Calbiads se Coho cok cede ce 11 
as So Soi. kee ta Cee aah caWee ue WEy «eines 18 
Workmen’s Compensation Insurance Expense ®...................-.202 eee eeeees 482 
SER Se ee eee ee eee 
PRS eM aac tags hig ROS Gk olhle vb sideh CELE aes Us sad aeeeewa bs 518 
Voluntary Insurance 
EO at 0 AR GE EE Pe ORE PORTE CON Re OEE 763 
Accident and Health Insurance Expense *....................-. 0c eee cece cence 734 
Hospital and Medical Insurance Expense (Ins. Co.) ¥................0.0000 cece 357 
Blue Cross, Blue Shield and Similar Plan Expense *..........................45: 117 
NR hr aie ere a igi. « Diglg « os btbss bide Hata spears ERS eSlecaww ER aS MOK 2 1,971 


Social Insurance and Public Assistance 
Government Agency Expense 


en, 5:5 as batons Giese Salen anennes baae ewe oe 17 
a os wk on oo Skuse RES Rg ilaale Siyaweas bw ole 33 
State Compulsory Disability Insurance®.......... 2.2... 6.6.6 eee cee eee 6 
Railroad Temporary Disability Insurance °....................0.0e ee cee eee 2 
Cr UE Le. as LS ie. USE. Wha ele etm hs owe lode e 7 
I Mei oa Us dwidid cd's PO REN MORES IN cw OWEL Tee 73 
Aid to Permanently and Totally Disabled »..................02.00 2 ccc cc ueee 22 
Veterans’ Benefits Related to Personal Injury %................... 00.000 e ee eee 144 

Ce aes ee ee eee i OS, abe oats Code beet se eee 304 

ee es SS ie oe ate ie ppiaidaid deuce galets o pe edas epee $3 ,725 


* This figure was computed by taking 8 per cent of ali payouts under insured tort liability. The 
8 per cent figure is based on the most conservative estimate derived from published studies, in- 
cluding the 1952 Illinois pilot study which calculated claimants’ legal expenses in FELA cases at 
this figure; and Conard and Mehr, Costs of Administering Work Injuries In Illinois, (Urbana-~-Cham- 
paign: University of Illinois), 1952, p. 21. A more recent Columbia University study indicates a 
much higher figure of 35 per cent of payouts for automobile injury claims in New York City. See 
Franklin, Chanin and Mark, “Accidents, Money and the Law,” 61 Columbia Law Review 1 (1961). 
In the absence of reliable data for the entire insured tort liability system, it seemed proper to use 
the lowest figure in order to avoid overstatement. 

» Personal injury cases occupied 33 per cent of the total trial days in federal courts and 42 per 
cent of the total jury trial days as computed from data in the Annual Report of the Administrative 
Director of United States Courts, 1958. Thirty-three per cent of the funds allocated in fiscal year 
1958 for salaries of judges, salaries of supporting personnel, travel and miscellaneous expense, Ad- 
ministrative Office of U. S. Courts expense, and Court of Claims expense was allocated to the cost of 
administering personal injury cases. Forty-two per cent of the fees paid to jurors and commissioners 
was allocated to the cost of administering personal injury cases. 

©In 1957, state judicial expenses amounted to $77,000,000. One-third of this was allocated to 
the cost of administering personal injury cases on the assumption that this was roughly the per- 
centage of the courts’ time spent on this type of case. Bureau of the Census, Compendium of 
State Government Finances in 1957, Table 24. 
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“General control expenditures were $1,181,000,000 for local governments in 1957. One-seventh 
of these was allocated to judicial expense on the basis of the experience of state governments. One- 
fifth of these judicial expenses was allocated to the cost of administering personal injury cases. This 
proportion (smaller than in state courts) was used to compensate for the apparent heavier concen- 
tration of personal injury cases in courts with higher jurisdictional maximums for amount in con- 
troversy. Bureau of the Census, Compendium of State Government Finances in 1957, Table 8. 

* To compute the figure, losses incurred and taxes incurred were subtracted from premiums earned 
as shown in Best’s Fire and Casualty Aggregates and Averages, 1958. The result was compared with 
losses incurred to give a ratio of operating expenses incurred to losses incurred, which was applied 
to losses paid in 1957 as shown in Table 1. 

‘A prior study of workmen’s compensation in Pennsylvania indicated that claimants were re- 
presented by lawyers in about 6.5 per cent of all claims and that the average fee of the lawyers in 
these cases was roughly 12 per cent of the compensation award. Therefore 1 per cent serves as a 
rough indication of the proportion of total payouts which was paid to claimants’ lawyers. This figure 
was applied to the $1,065,000,000 of total workmen’s compensation payouts. Source: Horlacher, 
The Results of Workmen’s Compensation in Pennsylvania, (Philadelphia, 1934). 

* The figure is a projection based on data for the years 1950-56, published in Skolnik, “Trends 
in Workmen’s Compensation: Coverage, Benefits, and Costs,” Social Security Bulletin, Vol 21, No. 
8, (1958), p. 16. 

"To compute this figure, losses and taxes incurred were subtracted from premiums earned as 
shown in Best’s Fire and Casualty Aggregates and Averages, 1958. This figure was compared with 
losses incurred to give a ratio of operating expenses incurred to losses incurred which was applied 
to losses paid as shown in Spectator, Insurance by States, 1958, pp. 3-4 of Summary. This latter 
included state funds while Best’s figures did not, so the result is not exactly correct. However, the 
error introduced is probably not great. 

‘ This figure was computed by taking 5 per cent of the 1957 benefit payments made by self- 
insured employers. Skolnik and Katz estimate the operating costs of self-insured employers to be in 
the area of 5-10 per cent of their benefit payments. Source: Skolnik and Katz, “Workmen’s Com- 
pensation Payments and Costs, 1957” Social Security Bulletin, Vol. 21, No. 12, (1958), pp. 17-18. 

To compute this figure, the ratio of (a) operating expenses (less taxes) to (b) benefits paid 
(less policy dividends), plus additions to policy reserves, plus additions to special and surplus re- 
serves, as shown in the Institute of Life Insurance’s Life Insurance Fact Book, 1958, was applied to 
life insurance benefits paid as shown in Table 1. 

*The method used in notes e and h could not be followed because of a lack of comparability 
with the figures shown in Best’s Fire and Casualty Aggregates and Averages. Therefore, to com- 
pute the figures for Accident and Health Expense and Hospital-Medical Expense losses paid were 
subtracted from premiums written as shown in Spectator, Insurance by States, 1958, pp. 3-4 of 
Summary. In addition, three per cent of premiums written was subtracted to compensate for taxes 
paid. The computation for Blue Cross, Blue Shield and similar plans consists simply of subscription 
income less benefits paid as shown in Health Insurance Institute, Source Book of Health Insurance 
Data, 1959, pp. 28, 35. The resulting figures are not as accurate as the figures referred to in notes 
e and h, but were the best that could be constructed with available data. 

' Myers, “Old-Age, Survivors, and Disability Insurance: Administrative Expense,” Social Secu- 
rity Bulletin, Vol 21, No. 3, (1958), pp. 15-16. “In future years, the administrative expenses for 
this program will probably grow as the number of persons becoming insured for benefits rises and 
as the number on the rolls increases.” Note: 1957 was the first year of operation of the program. 

™ Operating expenses of the survivor provisions are not segregated from retirement provision 
expenses. Only a rough allocation can be made. Total O.A.S.D.I. administrative expenses were 
$148,000,000 in 1957. Twenty-two per cent of these expenses was allocated to survivor provisions 
because this was the percentage of total O.A.S.D.I. benefits that went to survivors. Social Security 
Bulletin, Annual Statistical Supplement, 1957, (1958), Table 7. 

"Includes expenses of New Jersey, Rhode Island, and California only. Data for New York were 
not available. Social Security Bulletin, Annual Statistical Supplement, 1957, (1958), Table 10. 

* Social Security Bulletin, Annual Statistical Supplement, 1957, (1958), Table 10. 

» The figures used here cover fiscal year 1957. They were computed by subtracting benefits re- 
ceived from program and administrative expenses. Social Security Bulletin, Annual Statistical Supple- 
ment(s), 1956, (1957), Tables 86, 6 and 106. 

* The figure represents 3.8 per cent of total benefits as shown in Table 1. Three and three-tenths 
per cent was the percentage of total V.A. expenditures that was absorbed in operating costs. Adminis- 
trator of Veterans’ Affairs, Annual Report, 1958, p. 124. 








20 The Journal of Insurance 


able comparison can be made. In Table 
2, payments wholly included in personal 
income are segregated from payments 
which are partially included and pay- 
ments which are wholly excluded. 

Payments wholly included account for 
about two per cent of personal income. 
The sum of payments partly included and 
wholly excluded accounts for another 
three per cent of personal income. To the 
extent that this three per cent is included, 
it generates personal income in the ac- 
counts. To the extent it is excluded, it 
merely reflects part of personal income 
which is involved in the shifting process. 
Therefore about six per cent of total 
personal income was involved in the shift- 
ing process. 


Costs of Operating Loss-Shifting Systems 


The process of shifting losses is, un- 
fortunately, not a costless function. The 
internal mechanics of loss-shifting neces- 
sarily consume part of the total resources 
available for loss-shifting. Among the ex- 
penses incurred are those of the claimant 
in presenting his claim, the cost of claims 
defense or investigation, the cost of gov- 
ernment agencies including the courts, 
and the costs of operating insurance sys- 
tems. The insurance system operating 
costs (including selling, rating, safety pro- 
motion, general administration, and com- 
pensation for capital employed) corre- 
spond roughly to premiums earned less 
losses and taxes incurred. 

Discussion of these costs presents a 
problem in nomenclature because no gen- 
eral term is in common use to describe 
them in the aggregate. The term used 
here, “system operating costs,” includes 
all the economic costs which are incurred 
in effectuating loss-shifting, less those 
amounts which are received by the pri- 
mary victim of the loss or applied to 
diminish his loss (e.g., as by direct pay- 
ment of medical expenses or provision of 
food and shelter). The term has been 
adopted because it is moderately descrip- 


tive and because it has not been previ- 
ously applied to other cost concepts with 
which it might otherwise be confused. 

In Table 3, an attempt is made to pres- 
ent as many of the significant elements of 
cost in operating loss-shifting systems as 
available data will permit. Because of the 
limitations of the data, some of these esti- 
mates are only rough approximations sub- 
ject to indeterminate error. In other areas, 
such as private insurance, there are fewer 
problems because more emphasis has been 
given to the collection of accurate and 
significant data. 

The pattern chosen for presentation of 
the data in Table 3 was designed to show: 
(1) claimants’ expenses in prosecuting 
claims, and defendants’ expenses in re- 
sisting the claims in adversary proceed- 
ings, (2) taxpayers’ expenses incurred in 
running the appropriate administrative 
agencies, and (3) insurance expenses in- 
volved in each of the systems included. 

Information on claimants’ expenses is 
not available for the voluntary and social 
insurance and public assistance systems. 
The only statement that can be made 
about this element of expense in these re- 
gimes is the qualitative one that it prob- 
ably is not overly significant. 

No state agency expense is shown for 
voluntary insurance. It was impossible to 
estimate the cost to the taxpayer of pro- 
viding enforcement agencies for these 
private contracts. Again, all that can be 
said is that these expenses were probably 
not too important. 

Insurance operating expense was shown 
for all regimes except social insurance 
and public assistance. For those regimes, 
the overhead expense is included in the 
government agency expense. This expense 
includes the administrative costs of col- 
lecting the revenue as well as making the 
benefit payments. 


Operating Expenses In Various Regimes 
It is inevitable that a comparison will 
be drawn between the various compensa- 
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tion regimes in terms of the cost incurred 
per dollar of benefit paid. This attempt 
to construct an index of the relative eco- 
nomic cost to society of operating each 
system, however, has serious interpretive 
limitations which are discussed below. 
Nevertheless, the comparison is revealing. 
For instance, relating the system operat- 
ing costs of the tort liability system (as 
shown in Table 3) to the benefits paid 
under the same system (as shown in 
Table 1) would indicate a “system ex- 
pense rate” of 64 cents per dollar of bene- 
fit paid. Similar calculations based on 
the data in Tables 1 and 3 would yield 
system expense rates of 49 cents for work- 
men’s compensation,® 22 cents for volun- 
tary insurance,’ and 4 cents for social 
insurance and public assistance.* Each of 
these system expense rates contains sig- 
nificant elements of error, both known 
(but unmeasurable) and unknown. For 
the most part, the known error tends to 
understate the true operating costs. 


An accurate estimate of a system ex- 
pense rate would compare operating costs 
with benefits received rather than with 
benefits paid, since the benefits paid in- 
clude amounts which the beneficiaries 
had to pay to their attorneys or claim 
agents. However, because the amount of 
money paid by claimants for legal ex- 
penses is difficult to estimate accurately, 
it was decided not to compound the 
potential error by changing the base of 
the computations from a known figure 
(benefits paid) to an unknown figure 
(benefits received ). Furthermore, the fig- 
ures used for claimants’ legal expenses 
were the lowest available, and may well 
understate the actual expenses.* It seemed 

5 Gperating expenses: $932,000,000. Benefits 
paid: $1,465,000,000. 

® Operating expenses: $518,000,000. Benefits 
paid: $1,065,000,000. 

7 Operating expenses: $1,971,000,000. Bene- 
fits paid: $8,830,000,000. 

® Operating expenses: $304,000,000. Benefits 
paid, $7,344,000,000. 

® See note a, Table 3, supra. 


proper, in the absence of really reliable 
data, to use the lowest figure so as to 
avoid overstatement. 

Another type of omission in the system 
expense rates relates to the reported 
operating costs of social insurance and 
public assistance benefits. Published data 
for these agencies, like most government 
cost accounts, omit various “costs of doing 
business” such as the rental value of office 
space. Also, the privately operating sys- 
tems pay taxes which are not applicable 
to the government operated agencies. To 
make a partial correction for purposes of 
comparison, reported tax payments were 
deducted from the system operating ex- 
penses of the private insurance cost 
elements. However, no correction was at- 
tempted for the various indirect tax costs, 
such as local real estate taxes. 

One factor which tends to offset these 
sources of error is the overstatement of 
insurance operating expense caused by 
the fact that those expenses were cal- 
culated on the basis of premiums earned, 
without taking premium dividends into 
account. Since the operating expenses of 
insurance companies were computed by 
subtracting losses and taxes from earned 
premiums,’® the operating expenses of 
mutual companies are overstated to the 
extent that a portion of their premiums 
was returned to policyholders in the form 
of dividends. 

Even if these technical defects could be 
corrected, the problem would remain of 
properly interpreting the system expense 
rates. One should not, for instance, regard 
the 64 cents of operating cost of the tort 
liability system as being solely incurred 
in distributing the $1.00 of benefit. A 
good deal of it was spent in resisting the 
payment of additional amounts which 
were claimed, but to which the claimants 
were not entitled under existing rules of 
law. 

1©See notes e, i and k, Table 3. However, 
life insurance operating expenses were computed 


by a different method which takes policy divi- 
dends into account; see note j, Table 8. 
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A similar, yet more abstruse problem is 
presented by the amounts spent by insur- 
ance companies for accident prevention, 
which presumably reduce the number 
and cost of future accidents. In the same 
category, one might include liability pay- 
ments to the extent that their presence 
deters negligent conduct and prevents 
economic loss. These items suggest that 
the ideal figure for comparison with sys- 
tem operating expense is the potential 
economic loss for all injuries, illnesses, 
and death, relevant to a compensation 
system, which would have occurred if 
that system were not in existence. The 
fact that such figures are incalculable 
does not impair either the validity of the 
concept or their usefulness, if only they 
serve as a reminder of the inherent theo- 
retical limitations of a system expense 
rate based solely on benefits paid. 

A related problem of interpretation 
arises from the fact that the various sys- 
tems which have been grouped as com- 
pensation systems do not attempt to 
achieve the same objectives. Some are 
viewed as regulators of social conduct 
while others are thought of as purely 
compensatory. For example, the basic in- 
quiries of the primary compensation sys- 
tems are as follows: 

1. The tort system attempts to deter- 

mine 

a. presence or absence of fault in 
the tort-feasor and plaintiff. 

b. causal relationship between fault 
and injury. 

c. the full extent of wage loss, med- 
ical expense, and pain and suffer- 
ing, including anticipated future 
loss. 

2. The workmen’s compensation sys- 

tem attempts to determine 

a. presence or absence of employ- 
ment relation between claimant 
and defendant. 

b. causal relation between employ- 
ment and injury. 

c. full extent of medical expense, 


and extent of wage loss up to 
permitted maxima. 
3. Non-liability insurance attempts 
only to determine 

a. identity of claimant as insured 
person. 

b. occurrence of classified event. 

c. in some cases, amount of past 
medical expense or lost wages 
up to policy limits. 

Each system performs a different func- 
tion for society, and the difference in the 
system expense rates does not imply that 
one system is more efficient than another. 
However, the economic costs of the vari- 
ous systems are not irrelevant. Society is 
entitled to know the cost of the services 
which it receives from the alternative sys- 
tems. 

In spite of the inaccuracies and limita- 
tions, the disparities of the system expense 
rates are so wide as to suggest that, even 
with perfect data, significant differences 
between the operating costs of the differ- 
ent systems would remain. Although most 
of the prior literature has focused on the 
cost differences between tort liability and 
workmen’s compensation, it would appear 
that the gap between workmen’s compen- 
sation and social insurance is a good deal 
wider and deeper. 

The ultimate question, of course, is 
whether the objectives of the more expen- 
sive systems are worth the price which is 
paid for them. Moral, ethical, and polit- 
ical considerations may outweigh the 
economic factors, but they can be better 
weighed when their cost is known. One 
of the purposes of this paper has been to 
demonstrate the feasibility of determining 
the economic costs of compensating for 
death and health impairment. The esti- 
mates herein made undoubtedly can be 
improved upon as better techniques and 
new data are developed. Nevertheless, the 
basic method and the approximate mag- 
nitudes of the various data should be use- 
ful as a guide in the evaluation of our 
compensation systems. 











THE COST OF LIFE INSURANCE TO THE POLICYOWNER 
—A SINGLE YEAR ATTAINED AGE SYSTEM’ 


JoserpH M. BELTH 


The rapid development in recent years 
of the so-called “discount house” is often 
cited as evidence of an increasing cost- 
consciousness on the part of the American 
consumer. The conspicuous price tag 
seems to be one of the important features 
of modern marketing. Life insurance, 
however, has never carried a price tag 
which is meaningful to the policyowner. 
On the one hand, the salesman sometimes 
tells the prospective life insurance buyer 
that if the policy is carried for at least 
a certain number of years, the policy- 
owner will receive all of his money back. 
Thus life insurance is said to cost nothing. 
On the other hand, the policyowner tends 
to view his life insurance cost as equal to 
his life insurance premium. Somewhere 
between these two extremes is the actual 
cost of life insurance to the policyowner. 

A meaningful price tag for life insur- 
ance is necessary not only to help the 
buyer and his agent choose among the 
available contracts, but also for other 
important reasons. For example, the cost 
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ciety of Chartered Life Underwriters and the 
American College of Life ‘Underwriters. Dr. 
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ary, Continental American Life Insurance Com- 
pany, Wilmington, Delaware, and to Professors 
C. Arthur Williams of the University of Minne- 
sota, and Dan M. McGill of the University of 
Pennsylvania, for their important suggestions. 


of life insurance must be known to the 
buyer if he is to be able to determine 
how much life insurance he can afford to 
own. If he makes the mistake of equating 
cost and premium, he is likely to own less 
life insurance than he is capable of own- 
ing.! Another example is found where a 
policyowner has reached retirement age, 
has decided to use some of his life insur- 
ance to produce retirement income while 
keeping some in effect, and must select 
from his policies the ones to be placed 
under options and the ones to be kept in 
force. Other examples will be illustrated 
in the following discussion. 

The purposes of this paper are (1) to 
describe a method by which a life insur- 
ance policyowner can arrive at a mean- 
ingful approximation of the cost of his life 
insurance, either prospectively or retro- 
spectively, for a given policy year, and 
(2) to indicate some practical applica- 
tions of the method. 


The Usual Cost Determination Method 


The cost of life insurance is generally 
determined by subtracting the cash value 
at the end of the twentieth policy year 
from the sum of the first twenty annual 
premiums.” The resulting figure is divided 


' Indeed, it is entirely possible that the errone- 


ous equating of cost and premium, together with 
the “needs approach” to life insurance selling, 
has been an important reason for the rapid in- 
crease in recent years in the sale of term insur- 
ance relative to permanent plans. 

2In the case of participating insurance, the 
sum of the dividends payable during the first 
twenty years, as well as the twentieth year cash 
value, is subtracted from the sum of the first 
twenty annual premiums. 


( 23 ) 


! 
f 
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by twenty to obtain the average annual 
cost for the first twenty policy years. 

The greatest virtue of this method is 
its simplicity. Indeed, it is too simple, 
because it fails to give consideration to 
three factors of such importance that they 
should not be ignored: (1) interest, (2) 
the decreasing size of the insurance ele- 
ment in most permanent policies, and 
(3) the fact that the average annual cost 
figure is inapplicable at every policy dura- 
tion other than twenty years. 

Perhaps the most significant of the 
above considerations is the interest ele- 
ment. Its omission from the calculation 
leads to a serious understatement of life 
insurance cost. Carried to the extreme, it 
often suggests the absurd conclusion that 
the twenty-year average annual cost of a 
life insurance policy is negative. 

Omission of consideration of the de- 
clining amount of insurance contained in 
permanent life insurance policies likewise 
leads to an understatement of cost. The 
slower the rate of decline in the amount 
of insurance, however, the smaller is the 
understatement. Thus, low-investment 
policies, such as ordinary life, are placed 
in an undeservedly poor cost position in 
comparison with high-investment policies. 

The most difficult problem with which 
to deal is the myriad of possible results 
at various policy durations. The widely 
used method described above arbitrarily 
uses a twenty-year period as a yardstick 
of cost. This solution results in a wholly 
inadequate cost picture. More important, 
it encourages the adoption of competitive 
devices designed not primarily for the 
benefit of the policyowner, but for the 
purpose of producing a favorable twenty- 
year cost picture. 

The Single Year Attained Age Method 

The method of cost calculation de- 
scribed in this paper gives due considera- 


tion to the interest element and to the de- 
clining amount of insurance contained 


in permanent life insurance policies. 
Moreover, it meets the problem of differ- 
ent durations by determining the annual 
cost for a particular policy year, rather 
than for an arbitrary number of policy 
years. It assumes that the policyowner 
makes a new decision each year with 
respect to the continuance or discontinu- 
ance of his policy. The single year at- 
tained age method will provide him with 
an approximation of the cost of an affirma- 
tive decision at the beginning of each 
year. 
Assume the following facts with regard 
to a nonparticipating ordinary life policy 
purchased nine years ago at age 35, and 
for which the policyowner has just re- 
ceived notice that the tenth annual pre- 
mium is now due: 
Face amount .............. $10,060.00 
Cash value at end of ninth year 1,121.50 
Cash value at end of tenth year 1,297.30 
Gross annual premium...... . 187.80 
The cost of continuing the insurance pro- 
tection for an additional year is then 
computed in the following five steps. 


Step 1. Determination of the Amount 
Invested at the Beginning of the Year 


If the policyowner should decide to 
discontinue the policy before paying the 
tenth annual premium, he would be en- 
titled to receive the ninth year cash 
value. If he decides to continue the in- 
surance for another year, therefore, he is 
in effect investing that amount in the 
policy for a period of one year. Also, he 
is adding to it the gross annual premium 
payable at the beginning of the tenth 
year. His total investment in the policy 
at the beginning of the tenth year, there- 
fore, is the sum of the cash value at the 
end of the ninth year and the tenth year’s 
gross annual premium. 


Step 1. Cash value at end of ninth year 
($1,121.50) plus gross annual premium 
($187.80) equals amount invested at be- 
ginning of tenth year ($1,309.30). 
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Step 2. Consideration of the Interest 
Element 


If the policyowner should decide to 
discontinue the policy before paying the 
tenth year premium, he could place else- 
where, at interest, the total investment 
calculated in Step 1. For the purposes 
of this illustration, it can be assumed that 
he decides te use three per cent interest. 
If he decides to discontinue the insur- 
ance, therefore, the Step 1 investment 
would have grown by three per cent by 
the end of the tenth year. The resulting 
figure can be referred to as the policy- 
owner’s alternate investment fund at the 
end of the tenth policy year. 


Step 2. Amount invested at beginning of 
tenth year ($1,309.30) plus 3 per cent 
interest ($39.28) equals alternate invest- 
ment fund at end of tenth year ($1,- 
348.58). 


Step 3. Determination of the Cost of the 
Insurance Protection 

If the policyowner continues the policy 
during the tenth year, and then surrenders 
the policy at the end of that year, he 
would be entitled to the tenth year cash 
value. The cost of continuing the pro- 
tection during the tenth year, therefore, 
would be the difference between his al- 
ternate investment fund determined in 
Step 2 and the tenth year cash value. 


Step 3. Alternate investment fund at end 
of tenth year ($1,348.58) minus cash 
value at end of tenth year ($1,297.30) 
equals cost of insurance protection for the 


year ($51.28). 


Step 4. Determination of the Amount of 
Insurance Protection in Effect During 
the Year 


The insurance element in the policy is 
the difference between the face amount 
of the policy and the “investment fund.” 
While the face amount is generally con- 
stant throughout the year, the “invest- 


ment fund” steadily increases as a result 
of the interest factor. If the policyowner 
decides to continue the insurance during 
the tenth year, and immediately dies 
at the beginning of that year, his estate 
would benefit from his affirmative de- 
cision to the extent of the difference be- 
tween the face amount and the Step 1 
“investment fund.” If his death occurs 
at the end of the tenth year, on the other 
hand, his estate would benefit to the ex- 
tent of the difference between the face 
amount and the Step 2 “investment fund.” 
Because it would simplify the problem to 
obtain a single figure to represent the 
approximate size of the insurance ele- 
ment during the year, the single year at- 
tained age method uses the arithmetic 
mean of the Step 1 and Step 2 figures as 
the average size of the “investment 
fund.”* The average size of the insur- 
ance element would then be the differ- 
ence between the face amount and the 
average “investment fund.” 


Step 4. Face amount ($10,000) minus 
average size of “investment fund” during 
year ($1,328.94) equals average size of 
insurance element during year ($8,671.06). 


Step 5. Determination of the Cost Per 
Thousand Dollars of the Average 
Amount of the Insurance Element 


The policyowner is now in a position 
to determine the cost per thousand of the 
protection he is being afforded during 
the year under study by dividing the 
Step 3 cost of the insurance element by 
the Step 4 average size of the insurance 
element expressed in thousands of dol- 
lars. 


Step 5. Cost of insurance element for year 
($51.28) divided by average size of in- 
surance element during year expressed in 
thousands of dollars (8.67106) equals cost 


* The arithmetic mean is only an approxima- 
tion of the midyear value of the “investment 
fund,” but it is sufficiently accurate in a prob- 
lem of this type to render unnecessary the intro- 
duction of the geometric mean. 
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per thousand dollars of average insurance 

element during year ($5.91). 

The procedure followed in the compu- 
tation of the Step 5 cost for each of the 
first fifteen years of the policy used in the 
preceding illustration is presented in 
Table 1. 


General Comments as to Interest 


The figure obtained in Step 5 might be 
referred to as the “three per cent cost for 
the year per thousand of the average in- 
surance element.” It must be emphasized 
that there is no such thing as the “cost” of 
life insurance until an interest rate is 
stipulated. 

The single year attained age system 
can be used to illustrate the significance 
of the interest element. The impact of 
interest upon the Step 5 figure may be 
shown by using the same premium and 
cash value figures used earlier, and vary- 
ing the assumed interest rate. The results 
that would thus be obtained in the tenth 
and twentieth policy years at various rates 
of interest from two to five per cent are 
shown in Table 2. 


TABLE 2 


Cost PER THOUSAND DoLLaRs OF AVERAGE IN- 

SURANCE ELEMENT OF NONPARTICIPATING OnpiI- 

NaRY Lire Poxicy Issuep at AGE 35 In TENTH 

AND TWENTIETH Poticy YEARS UNDER VARIOUS 
INTEREST ASSUMPTIONS 


Cost per Thousand Dollars of 


Assumed Average Insurance Element 

Interest 
Rate Tenth Twentieth 

(per cent) Policy Year Policy Year 
2.0 $4.40 $ 7.89 
2.5 5.16 10.24 
3.0 5.91 12.59 
3.5 6.67 14.96 
4.0 7.43 17.32 
4.5 §.i9 19.70 
5.0 8.95 22.08 


The interest rate that should be used in 
Step 2 must be selected by the person 
making the cost calculation, in the light 
of his own purposes. For the policy- 
owner, the proper rate would seem to be 
the rate which he could earn in an al- 


ternate savings medium with safety com- 
parable to that found in life insurance. 
The rate paid on time deposits in nearby 
savings or commercial banks, or the rate 
paid on government savings bonds, might 
be appropriate. 

It should also be noted that the impact 
of the income tax treatment of the interest 
on the investment element of a life insur- 
ance policy, as well as his own income 
tax bracket in the year under study, can 
and perhaps should be taken into account 
by the policyowner in selecting the inter- 
est rate to be used.* 

While the appropriate interest rate will 
vary depending upon circumstances, the 
upper limit is the loan interest rate stipu- 
lated in the policy under study. If the 
policyowner believes that he has an op- 
portunity to save with comparable safety 
at a net rate in excess of the loan interest 
rate, he can borrow his cash value and 
avail himself of the opportunity. In the 
case of most modern policies, therefore, 
the policyowner would not be justified in 
assuming an interest rate in excess of five 
per cent. 


Participating Life Insurance 
The Annual Dividend 


In the case of a participating policy, the 
annual dividend can be handled in a 
straightforward manner. In Step 1, the 
gross participating premium is substituted 
for the gross nonparticipating premium 
used in the illustration. In Step 3, the 
annual dividend payable at the end of the 
tenth year would be added to the tenth 
year cash value, and the sum of the two 
items would be subtracted from the 
alternate investment fund determined in 
Step 2 in order to ascertain the Step 3 
cost of the insurance element. To illus- 

* For example, if the policyowner’s top dollars 
of taxable income are in the 30 per cent bracket, 
and if he feels he could save elsewhere with 
comparable safety at 4 per cent (taxable) inter- 


est, the appropriate interest rate to be used in 
Step 2 would be 2.8 per cent. 
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trate, assume the following facts in con- 
nection with a participating ordinary life 
policy: 


WEE Ak cantan 00+ ss $10,000.00 
Cash value end of ninth year.. 1,121.50 
Cash value end of tenth year.. 1,297.30 
Gross annual premium....... 237.80 
Divided payable at end of 

OD ee ae 50.00 


The three per cent cost per thousand of 
continuing the policy for the tenth year 
would then be computed as follows: 


1. $1,121.50 + $287.80 = $1,359.30 

2. $1,359.30 + $ 40.78 = $1,400.08 

8. $1,400.08 — ($1,297.30 + $50.00) 
= $52.78 

4. $10,000 — 0.5 ($1,359.30 + 
$1,400.08) = $8,620.31 

5. $52.78 + 8.62031 = $6.12 ° 


The Special Dividend 

Special dividends can be handled in the 
single year attained age system in the 
same manner as the regular annual divi- 
dend. Where the special dividend is fairly 
large relative to the annual dividend, the 
resulting cost for the year under study will 
tend to be quite small. Indeed, it is pos- 
sible to obtain a negative cost, and this 
result is entirely logical and correct.” 


5In the usual situation, the amount of the 
tenth year dividend would not be known to the 
policyowner at the beginning of the tenth year. 
The tenth year dividend must therefore be esti- 


a year later when the tenth year dividend actu- 
ally appears on the premium notice. 

® Note that the data given for the participating 
policy are not typical. Rather they are identical 
to those used for the nonparticipating policy 
illustrated earlier, except that the gross partici- 
pating premium is $50 larger than the corre- 
sponding nonparticipating premium, and the 
dividend is $50. The larger Step 5 cost for the 
sutpuing pie 2 ye ag meg to $5.91) 

be explained by the larger investment 
pete of the participating policy and the resulting 
(1) greater impact of interest upon the cost and 
(2) smaller insurance element. 

TIt should be emphasized that this negative 
result pertains only to the year under study, and 
is in no wise comparable to the negative twenty- 
year average cost sometimes derived under the 


The Surrender Dividend 


Some companies pay a_ termination 
dividend upon surrender of a permanent 
policy at any time after some minimum 
duration such as ten years. Because the 
surrender dividend is available only when 
the policy is surrendered, and because a 
given policy can be surrendered only 
once, the single year attained age system 
views the policy, from the standpoint of 
the policyowner, as a continuing one. 
The surrender dividend is therefore dis- 
regarded until the year in which the pol- 
icy is actually surrendered, or until the 
year that the person calculating the cost 
wishes to assume that the policy will be 
surrendered. At that point, the cost for 
the last year may be adjusted to show the 
substantially lower (or negative®) cost 
for the last year only. 


The Contingent Dividend 


Those companies paying a first year 
dividend generally stipulate that it is 
contingent upon the payment of all or 
some portion of the second year’s pre- 
mium. As in the case of the surrender 
dividend, the policy is viewed as a con- 
tinuing one, and the contingent nature of 
this dividend is disregarded. In the event 
that the dividend is forfeited because of 
policy discontinuance (or if such an as- 
sumption is desired), the first year cost 
can be recomputed without the first year 
dividend. 


Other Refinements 


A number of additional refinements 
may be introduced into the proposed 
method to the extent that the person cal- 
culating the cost wishes to do so. For 
example, if the company under study 
pays a termination dividend upon death, 
such a dividend can be handled by add- 
ing it to the face amount of the policy in 
widely used system discussed in the first section 


of this paper. 
5 See footnote 7. 
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the Step 4 calculation. Likewise, if a 
pro-rata annual dividend is paid on death, 
the face amount can be increased in Step 
4 by one-half the annual dividend (since 
the midpoint of the year is used in 
the single year attained age system as the 
“average” date of death). Again, if the 
company under study refunds a pro-rata 
portion of the annual premium upon 
death, half the gross annual premium 
could be added to the face amount in 
Step 4. 
Applications of the System 

The great number of possible applica- 
tions of the single year attained age 
method of cost calculation is one of its 
most interesting characteristics. The fact 
that it incorporates both the interest ele- 
ment and the declining amount of insur- 
ance in permanent policies, combined 
with the single year (or single attained 
age) nature of the method, makes it a 
particularly flexible tool of analysis. 


Inter-Company Comparisons 

While there are many dangers and 
shortcomings in relying upon inter-com- 
pany cost comparisons, the single year 
attained age method should produce more 


TABLE 3 


CoMPARATIVE Costs PER THOUSAND OF THE 

AVERAGE INSURANCE ELEMENT FOR Two Par- 

TICIPATING OrpInaRY Lire Po.icres IssveD aT 
DirFeRENT AGES BY DIFFERENT COMPANIES 


Costs Thousand of Average 
nsurance Element* 


Attained 
Age at Three Per Cent 
End of a Policy B_ Policy A iw 8 


: 





26 $3.83 $2.16 $5.89 $2.61 
27 1.70 3.50 3.96 4. 
28 1.89 3.30 4.40 4.29 
29 0.97 2.53 3.73 3.78 
30 1.15 2.85 4.21 4.41 
31 1.79 3.16 5.15 5.02 
*Note: The normal pattern for these costs is a steady 
upward trend with . ye age. The fluctuations from 
year to year in the above table are due to errors 
a ee oe oe Se show 
cash values only to the nearest dollar per thousand of face 
t. The th upward progression of the Step 5 costs 
in Table 1 is typical of a policy which shows cash values to 
the nearest cent per thousand of face amount. 


reliable results than the method now in 
general use. Moreover, the single year 
type of analysis makes it possible to com- 
pare policies at the same attained ages 
even though they were issued at alto- 
gether different ages. This approach is 
illustrated in Table 3 with a comparison 
of two existing policies. Both are partici- 
pating ordinary life, but were issued at 
markedly different ages, in different com- 
panies, with different motrality and inter- 
est assumptions, and for different face 
amounts. However, the single year at- 
tained age method of calculation has re- 
duced them to single comparable cost 
figures per thousand of the net amount 
at risk, from the policyowner's point of 
view, for each of the years shown in the 
table. 

In the case of the assumption of three 
per cent interest, the results suggest that 
Policy A was a lower cost policy during 
five of the six years under study. How- 
ever, another example of the tremendous 
importance of interest is illustrated by 
the significant shift in results if five per 
cent interest is used (Policy A now has 
the edge in only three of the six years, 
and all three of those are very close). In 
this situation, Policy A, which is the 
older policy of the two, is much more 
sensitive to the changed interest rate as- 
sumption because of its higher cash val- 


ues relative to the face amount. 


The Policy Replacement Problem 


The single year attained age system can 
be employed to demonstrate forcefully 
the effects of policy replacement. 

In order to illustrate this use of the 
system, Table 4 presents the three per 
cent costs per thousand of the average 
insurance element for each of two non- 
participating ordinary life policies issued 
by the same company, one at age 35, the 
other at 40. The policies are otherwise 
identical. Not only does the table show 
the superiority of the older policy at at- 
tained ages 42 through 49 when three 
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per cent interest is used, but also em- 
phasizes the importance of the acquisition 
expenses that would have to be incurred 
for the second time in the event of a 
policy replacement.® 


TABLE 4 


Cost PER THOUSAND DOLLARS OF THE AVERAGE 

InsuRANCE ELEMENT aT ATTAINED AGEs 35 

THROUGH 49 FoR Two NONPARTICIPATING OR- 

pinarRy Lire Po.icres, OrHeERWiSE IDENTICAL, 

Issuep aT Aces 35 anp 40, AssuMING THREE 
Per Cent INTEREST 


Three Per Cent Cost per Thousand Dollars 
of Average Insurance Element 


Attained Issue Age Issue Age 
Age 35 40 
35 $19.72 
36 19.72 
37 6.72 

' 38 4.05 
39 4.30 
40 4.56 $24.16 
41 4.85 24.16 
42 5.16 5.58 
43 5.50 5.86 
44 5.91 6.27 
45 6.32 6.69 
46 6.80 7.16 
47 7.30 7.70 
48 7.87 8.27 
49 8.49 8.91 


Term Insurance 


An important application in the area 
of comparing different types of policies is 
the comparison of term with permanent 
insurance. After the first one or two policy 
years, a permanent policy will generally 
produce lower-cost insurance than a term 
contract, except when a very high interest 
rate is used in the cost calculations. 

In connection with the application of 
the single year attained age system to 
term insurance, it should be noted that 
the gross annual premium for a term pol- 
icy is not comparable to the Step 5 cost 
of a permanent policy. Before such a 
comparison can be made, the term pre- 
mium must be adjusted by the use of the 

® Because of the greater sensitivity of the 
older policy to changes in the interest assump- 
tion, a somewhat higher interest rate would pro- 


duce a situation in which the newer policy is 
lower in cost from 42 through 49, but the sig- 


same five steps taken in the case of a 
permanent policy. To illustrate, assume 
that the premium for a $10,000 nonpar- 
ticipating term policy at the age in ques- 
tion is $100. The Step 1 investment fund 
would be $100, the Step 2 investment 
fund would be $103 (assuming three per 
cent interest again ), the Step 3 cost would 
be $103 (assuming the policy contains no 
cash value), and the Step 4 amount of 
insurance would be $9,898.50 ($10,000 
minus $101.50). The Step 5 cost per 
thousand would be $10.41 ($103 divided 
by 9.89850), and it is this figure, rather 
than the basic $10 term premium, that 
would be comparable to the Step 5 cost 
figures for permanent policies. 


Intra-Company Comparisons 

Of all the possible applications of the 
single year attained age method of cost 
calculation, none has greater potential 
than its use in comparing different policy 
contracts issued by the same company. 
Assume that it is desired to compare the 
ordinary life, twenty-payment life, and 
twenty-year endowment policies issued at 
age 35 by the same company. Further 
assume that each policy carries a pre- 
mium equal to the net level premium 
calculated on the basis of three per cent 
interest and the 1941 C.S.O. Table of 
Mortality. Assume also that the cash 
values at all durations are equal to the 
net level premium reserves calculated on 
the same interest and mortality assump- 
tions. If the single year attained age 
system is applied to this problem, the 
three per cent Step 5 costs for the tenth 
policy year (attained age 44) for these 
policies are as follows: 


EE wie d0b cas eecciiweed $8.07 
Twenty-payment life .......... 8.06 
Twenty-year endowment ....... 8.02 


The slight difference in the above results 


nificant impact of acquisition expenses would re- 
main in any event. 
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is attributable to the fact that premium 
and reserve calculations use a different ap- 
proach to the question of the net amount 
at risk than is used in the single year at- 
tained age system. In Step 4 of this pro- 
posed system, if the size of the insurance 
element were calculated by subtracting 
the cash value at the end of the year 
from the face amount, the Step 5 costs for 
the three hypothetical policies would be 
identical at $8.04, and would also corre- 
spond exactly with the attained age death 
rate of 8.04 per thousand shown in the 
1941 C.S.O. Table of Mortality. This iden- 
tity will hold for all ages of issue and at 
all durations. 

The identity disappears, however, when 
the assumption of net premiums and re- 
serves is relaxed and the reality of gross 
premiums and cash values (and divi- 
dends, in the case of participating poli- 
cies) is observed. An illustration of the 
comparative three per cent costs of a non- 
participating ordinary life policy and a 
nonparticipating twenty-payment life pol- 
icy, both issued at age 35 by the same 
company is shown in Table 5. The differ- 
ences in the costs of the two policies are 
due to a number of factors, primary 
among which is the fact that it is impos- 
sible to make a “perfect” allocation of 
expenses among the different policies. It 
is interesting to note, however, that the 
single year attained age system has the 
potential of being used as a device for 
testing the extent of a company’s devia- 
tion from a theoretically “perfect” alloca- 
tion.?° 


Conclusion 


Life insurance should never be pur- 
chased on the sole basis of cost. It should 
be purchased to fill a need. Yet the life in- 
surance business, like any other private 
industry in a free enterprise economy, 

10A thorough development of this potential 
application of the system is beyond the scope 
of this paper. 


TABLE 5 


THREE Per Cent Costs PER THOUSAND DoLiars 
OF THE AVERAGE INSURANCE ELEMENT OF Non- 
PARTICIPATING ORDINARY Lire Po.icy anp Non- 
PARTICIPATING TWENTY-PAYMENT LiFe Po.icy 
IssuED at AGE 35 By Same ComPaANyY 


Three Per Cent Cost per Thousand 
Dollars of Average Insurance Element 





Attained Ordinary Twenty-Payment 
Age Life Life 
35 $19.72 $30.78 
36 19.72 18.77 
37 6.72 5.42 
38 4.05 5.67 
39 4.30 5.95 
40 4.56 6.26 
41 4.85 6.59 
42 5.16 6.94 
43 5.50 7.33 
44 5.91 7.75 
45 6.32 8.22 
46 6.80 8.69 
47 7.30 9.25 
48 7.87 9.79 
49 8.49 10.41 
50 9.15 11.06 
51 9.91 11.75 
52 10.72 12.47 
53 11.62 13.21 
54 12.59 13.95 
55 15.80 14.28* 
56 17.05 15.58* 
57 18.42 16.91* 
58 19.93 18.46* 
59 21.57 20.08* 


*Calculations of the Step 5 costs after a policy is paid up 
are no different than the calculations during the premium- 
paying period. In the former case, the gross annual premium 
in Step 1 is merely considered to be zero. 


will inevitably be involved in cost compe- 
tition both from within and from outside 
the industry, and properly so. 

Under such circumstances, and because 
of the unique nature of life insurance, a 
sound system of calculating cost must 
take cognizance of at least the three 
vitally important areas of interest, the 
amount of insurance at risk, and the 
problem of differing policy durations. 
The system described in this paper is 
capable of refinement to a point of con- 
siderable complexity, but in its basic form 
it is simple and usable. While the system 
is theoretically sound, acceptance alone 
can endow it with practical value. 








THE WIFE'S CONTRIBUTION TO FAMILY INCOME* 
Roy L. Lassrrer, Jr. 


Much attention has been given to the 
problem of establishing the dollar value 
of the principal wage earner of the fam- 
ily from the standpoint of determining 
either the requisite income protection 
needed or the damages incurred when 
the husband’s earning capacity is de- 
stroyed or impaired. Fewer and less 
meaningful efforts have been directed 
toward the same problems in connection 
with the wife. This is understandable in 
view of the less tangible contribution to 
family income by the non-gainfully em- 
ployed housewife, i.e., there is a lack of 
monetary earnings to capitalize. This 
paper has as its purposes: (1) the presen- 
tation of the analytic framework within 
which the wife’s contribution to family 
income can be ascertained and thus pro- 
vide the basis for determining needed in- 
come protection or economic loss if the 
wife dies, or becomes incapacitated; and 
(2) to illustrate the income contribution 
of a wife as a governess and domestic 
servant. No attempt will be made to 
place an empirical value on the benefits 
which arise from the companionship and 

Roy L. Lassiter, Jr., Ph.D., is Associate Pro- 
fessor of Economics at the University of Florida. 
He has been an economic consultant to the 
Central and Southern Florida Flood Control Dis- 
trict and an economist with the U.S, Department 
of Agriculture. Dr. Lassiter is author of nu- 
merous articles which have appeared in pro- 
fessional journals and of monographs which 
have been published by University of Florida 

Experiment Station and the Bureau 
of Economic and Business Research. 

* The author is grateful for the comments and 
suggestions offered by Professors James L. 
Athearn and William M. Howard. Earlier dis- 
cussions with Professor James G. Richardson 
were helpful in formulating the problem. 


society of a wife, or the benefits which 
accrue to the children from the compan- 
ionship and training received from the 
mother. 
Economic Concepts of Production 
and Income 

The terms “production” and “income” 
have enjoyed varieties of meanings many 
of which are quite ambiguous. Definite 
concepts of both terms are necessary in 
answering questions regarding income 
protection against, or damages associated 
with, the loss of human beings. 

Generally “production” is defined in 
economic literature as the creation of 
utility.1 There is some controversy re- 
garding the processes which should be 
classified as “economic” production. Some 
economists, including those who are re- 
sponsible for the national income statistics 
of the Department of Commerce, include 
only those activities which are reflected 
in market transactions.? On the other 
hand, there are those who indicate that 
economic production does not necessarily 
involve a market transaction, but must 
have price significance in that the good 
or service produced either is something a 
person would pay for, or by its being pro- 
duced it prevents some expenditure.® 

1See, for example, R. H. Blodgett, Our Ex- 
panding Economy, New York: Rinehart, 1955, 
p. 36, or F. H. Knight, The Economic Organi- 
zation, Chicago: University of Chicago Press, 
1933, pp. 50 and 51. 

2U.S. Department of Commerce: National 
Income, 1954 ed., Washington: U.S. Govern- 
ment Printing Office, 1954, p. 30. 

* See, for example, H. J. Davenport, The Eco- 
nomics of Enterprise, New York: MacMillan, 
1929, p. 128. 
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This provides the definition which is used 
here, i.e., economic production is the 
creation of utility which is either salable 
or prevents a cost outlay. 

The term “income” also has many in- 
terpretations. It will be used in this 
paper as being the goods and services 
consumed over time as contrasted to 
money or psychic income. Income in this 
sense, while somewhat difficult to quan- 
tify, is an adequate concept regarding the 
material well being of individuals.‘ 

The purpose of income protection plan- 
ning is concerned with maintaining the 
material well being of the family unit. 
The deterioration in real family income 
which results from the loss of the wife 
represents economic damage. 


Measurement of the Family Income 
Generated by the Wife 

The problems associated with meas- 
urement of the wife's contribution to 
family income are in many respects sim- 
ilar to those in a primitive society where 
most goods and services are produced by 
the family unit itself and very few, if 
any, activities are reflected in monetary 
terms. The family’s goods and services 
are produced and consumed at home and 
the money income and costs of consump- 
tion are not determinable. Fortunately, 
however, the contributions of individuals 
within family units in modern society can 
be determined in part within the frame- 
work of a monetary system. That is, the 
prices of certain services are established 
via market transactions and thus can be 
used to estimate replacement cost. Con- 
ceptually, in a free market, the costs of 
replacing the wife with equal quality 
services would be equal to the wife’s 
contribution to real family income. 

On this basis the income protection re- 
quired, or economic damage in connec- 
tion with the loss of the wife, is the pres- 

*W. W. Cochrane and C. S. Bell, The Eco- 


nomics of Consumption, New York: McGraw- 
Hill, 1956, p. 28. 


ent cost of a series of future outlays for 
replacement of services. 


Present Cost of Replacing the Wife as a 
Governess and Domestic Servant 


Data on wage rates and working hours 
for governess and domestic services are 
not readily available, and the limited in- 
formation at hand suggests rather wide 
geographic variation in both wages and 
working hours. However, for the pur- 
poses of this analysis, annual rates of 
compensation for the U.S. as a whole are 
more appropriate. Annual average cash 
compensation for domestic servants is re- 
ported by the U.S. Department of Com- 
merce. The limited availability of infor- 
mation on compensation for governess 
services necessitates the use of data from 
comparable occupations. If the duties of 
a governess are defined as “teaching and 
training” children, then the annual av- 
erage salaries of school teachers can be 
used to approximate those of governesses. 
Data on school teachers’ salaries are re- 
ported by the National Education Asso- 
ciation. 

The following illustration of the de- 
termination of the present costs of the 
future outlays required to replace the 
services of the wife as a governess and 
domestic servant assumes that: (1) the 
life expectancy of the husband at the 
time of the wife's death is 30 years; (2) 
the youngest child will be 21 years of age 
15 years from the time of the mother’s 
death and expenditures for governess 
services are required until that time; ° 
(3) the appropriate allowance for time 
off, vacation and sickness for the gov- 
erness and domestic servant is 36 per cent 
of the annual rate of compensation; ® 
~ 8 It may be argued that governess services are 
required only until the youngest child becomes 
18 years of age. In that case costs are reduced 
by the amount of outlays for the additional 3 
years. 


® The allowance of 36 per cent was determined 
by adding 100 days as normal time off (2 days 
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(4) the required level of services is an 
8 hour day, 7 days a week for both the 
governess and the domestic servant; (5) 
social security contribution rates under 
the present law remain in force; (6) the 
appropriate rate of discount to determine 
the present cost of future outlays is equal 
to the yield obtainable on the safest pos- 
sible investment, i.e., long-term govern- 
ment bonds, which, for purposes of this 
example, is assumed to be 3% per cent.* 
off each week, excepting vacation time), 15 
days vacation time, and 15 days for sick leave. 
This total was divided by 365 days. This allow- 
ance may seem excessive at first glance, but it 
is probably quite reasonable from the standpoint 
of retaining qualified household employees and 
thus minimizing disruptions which would result 
from employee turnover. 


™There is no reason to attribute astute fi- 
nancial management ability to the husband and, 





Given these assumptions, the total out- 
lays for a full time governess and do- 
mestic servant under a constant price 
level is $220,000 (Table I). The present 
cost, which is the sum of the annual dis- 
counted expenditures, amounts to $150,- 
960. 

Since income protection planning 
should be in terms of real income, the 
computation of economic loss in connec- 
tion with the death of the wife, should 
attempt to estimate the future move- 
ments of the prices of the services which 
the wife provides. The annual wages of 
school teachers and domestic servants 
have risen more rapidly in the last few 





therefore, the yield on the safest securities should 
be used. 


Tasie I 


ANNUAL OvTLAYsS FoR FuLL Time GoveRNEsSS AND Domestic SERVANT 
Unper A. Constant Price Leve. 




















Annual Cost of Full Annual Cost of Full Present Cost 
Time Governess' Time Domestic Servant? of 
Year Total Annual | Annual Outlay 
Wages Security Wages Security per cent 
Contribution Contribution 
1 $ 8,182 $ 209 $ 2,978 $ 90 $ 11,459 $ 11,045 
2 8,182 209 2,978 90 11,459 11,646 
3 8,182 244 2,978 105 11,509 10 ,306 
4 8,182 244 2,978 105 11,509 9 ,933 
5 8,182 244 2,978 105 11,509 9,574 
6 8,182 279 2,978 120 11,559 9 , 268 
7 8,182 279 2,978 120 11,559 8 ,933 
8 8,182 279 2,978 120 11,559 8,610 
9 8,182 313 2,978 134 11 ,607 8 ,333 
10 8,182 313 2,978 134 11,607 8 ,032 
ll 8,182 313 2,978 134 11 ,607 7,742 
12 8,182 313 2,978 134 11,607 7,462 
13 8,182 313 2,978 134 11 ,607 7,192 
14 8,182 313 2,978 134 11 ,607 6 ,932 
15 8,182 313 2,978 134 11 ,607 6 ,682 
16 000 2,978 134 3,112 1,727 
29 0,000 000 2,978 134 3,112 1,070 
30 0,000 000 2,978 134 3,112 1,031 
Total $122,730 $4,178 $89 ,340 $3 ,803 $220 ,051 $150 ,960 




















! The average ten months salary adjusted to a twelve months basis by oats 0.2 of the ten months salary. The annual 
cost was increased by adding 0.36 to the annual cost as indicated in footnote 2 

2 The annual average wage plus 0.36 of the annual average wage for cansiiom, days off, and sickness. 

3 Social Security contributions were computed on present and future rates under the current law. 


Source: Competed from data presented in: Survey of Current Business, Washington: U.S. Department of Commerce 
1957 and 1960, and Economic Status of Teachers in 1959-60, Washington: National Education Associa- 


= Research Report No. 1960-R-8, May, 1960. p. 37. 








(1947-k9 = 100) 
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Domestic Servant Wages 





Sources: The Index of Consumer Prices was obtained fro 
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FIGURE 1 
InpExes oF CONSUMER Prices, ANNUAL SALARIES OF SCHOOL TEACHERS, 
AND ANNUAL Domestic Service Waces, 1929-1959 
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m Economic 
1960; the Indexes of Annual Salaries of Scheel Teachers and Annual Domestic 
Service Wages were computed from data presented in The Survey of Current Busi- 
ness, 1954, 1957 & 1960 and Economic Status of Teachers, 1959-60. 


decades than has the general price level 
(Figure I). During the period 1929-1959, 
the compound rate of increase amounted 
to 1.7 per cent for the general price level, 
4.3 per cent for school teacher salaries, 
and 3.7 per cent for domestic servant 
wages. There are substantial reasons for 
expecting that the prices of the services 
under consideration will continue to rise, 
at least in the near future. 

Assuming that the annual salaries and 
wages of governesses and domestic serv- 
ants will increase at a rate of 3% per cent 
annually, the total cost of providing these 
services is $344,645 and the present cost 

* The change in annual salaries understates the 
real extent of price changes since increases in 
annual compensation have been accompanied 


by decreases in working hours, particularly for 
domestic servants. 


is $219,153 (Table II).® The present cost 


® The sum of the discounted inflated expendi- 
tures will not, even though the rate of inflation 
and discount are equal, be equal to the sum of 
the expenditures under constant prices because 
of the maximum limit on Social Security contri- 
butions per person. 
Proof: 
Let: TCort = the total cost of wages and 
social security under constant prices. 
R = annual wages paid. 
h = the social security rate (assumed 


to be constant). 
Then: TCopr=[Rit+h(R:) ]+[Re+h(Rs) ] + 


Let: TCy;=the total cost of wages and social 
security under inflation. 


r= the compound rate of inflation. 
TC; =[Ri+h(R,) ] [ (1+r)'} + 
[Re+h(Re) } [ (1+r)*] + 
{Re+h(Rs) } [ (1+r)*]+... + 
[Ra+h(R,) | | (1+r)*) 


Then: 
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Tasie II 


ANNUAL OuTLAYs FoR FuLL Time GOVERNESS AND Domestic Servants UNDER a 
Price Levet INcREASING AT THE Compounp Rate or 3% Per Cent 























Annual Cost of Full | Annual Cost of Full 
Time Governess |Time Domestic Servant Total Annual Present Cost of 
Year Outlay Annual Outlay at 
Wages and Wages and 3% per cent 
Social Security' Social Security' 

1 $ 8,700 $ 3,183 $ 11,883 $ 11,453 
2 9,021 3,301 12,322 11,447 
3 9 ,390 3,443 12,833 11,491 
4 9,736 3,571 13 ,307 11,485 
5 10 ,095 3,705 13,800 11,480 
6 10 ,504 3,862 14,366 11,519 
7 10,891 4,008 14,899 11,514 
8 11,292 4,158 15 ,450 11,509 
9 11,748 4,334 16 ,082 11,546 
10 12,180 4,497 16 ,677 11,541 
11 12,628 4,665 17 ,293 11,535 
12 13 ,095 4,840 17 ,935 11,530 
13 13 ,577 5 ,022 18,599 11,525 
14 14,079 5,210 19 ,289 11,521 
15 14,598 5,406 20 ,004 11,516 
16 00 ,000 5,609 5,609 3,112 
29 00 ,000 8,980 8,980 3,088 
30 00 ,000 9,309 9,309 3,085 
Total $171 ,580 $173 ,009 $344 ,645 $219 ,153 

















1 Price level increases do not affect the Social Security rates but contributions are increased as the price level affects th 


wages, subject to the limitation of $4,800 per person. 
Source: See Table I. 


of the increased outlays due to inflation 
is the difference between the present costs 
of expenditures under increasing and 
constant price levels. In this example this 
amounts to $68,193 ($219,153 minus 
$150,960). 


The impact of inflation is illustrated in 
Figure II, where annual expenditures 
under constant and increasing price levels 
are represented. An annuity bought at the 
present cost of outlays required under a 
constant price level will yield (at the 





Let: PC;=the present cost of wages and 


social security contributions 
under inflation. 
_(Rit+h(Ry) }{Q+r)'] 
ie (+r)! 


{Re+h(Re) ] { (1+r)*] 
(1+r)? 


Then: oe 





~ 





[Re+h(Rs)] (+04) 
(1+r)}* 


{Ra+ h(Ra) ] [ (1+ r)*] 
(1+r)* 


Assume: that the maximum social security con- 
tribution h(R;) is reached in the i* 
ear and that i<n. Since this contri- 
ution will not increase after the i** 
year then: C=h(R,) 








The i**+1 term in PC; = 


(Rigs) (1+ n)#+C _ 
(l +r)im 





C 
Riyit asp 


The i*®+1 term under a constant price level = 
Rigi +h(Riys) 


C 
Thus: Rig: +h(Riy:) > Rin +7 +r) 


Because: C remains constant as the discount 
ae 
term a+r increases. 


Therefore: TCopit>PC; 
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FIGURE II 


Tora, ANNUAL OvuTLAYs FOR GOVERNESS AND DoMEsTIC SERVICE UNDER CONSTANT PRICE 
LeveL AND Price Lever INCREASING AT THE RaTE OF 3% PER CENT ! 














Dollars 
20,000 
15,000 Annual outley under 
5; rising price level 
10,000 
5,000 
Anhusl outlay under 
constant price leveli.e f Difference 
Between Con- 
stant & In- 
. flated Out- 
: = “Io Is 20 25 30 —_ 
Years 


1 Outlays for governess and domestic services are assumed to be for 15 and 30 years, re- 


spectively. 
Sources: Tables I and II 


same rate used in determining present 
costs) enough to provide these services 
if prices do not increase. However, any 
increase in the prices of services will re- 
sult in a deterioration of the real income 
position of the family. Areas A and B in 
Figure II represent the additional ex- 
penditures required to provide these serv- 
ices, above the funds available from the 
annuity. 


Conclusions 


Based on the preceding analysis, the 
following inferences may be drawn: 


1. The material well-being of a family 
unit is a function of the goods and serv- 
ices consumed. The housewife makes an 
important contribution to the goods and 
services which are available to the fam- 
ily. Furthermore the efforts of the wife 


should be considered as being “economic 
preduction” in that her efforts prevent 
expenditures which otherwise would be 
required to maintain real family income. 

2. The problem of assigning a mone- 
tary value to the wife’s contribution to 
family income can be resolved by utiliz- 
ing market prices which have been estab- 
lished for equal quality services, i.e., the 
value of this contribution can be esti- 
mated on a replacement cost basis. 

3. The material well-being of a family 
is maintained in the event of the loss of 
the wife by a series of cost outlays for 
replacement of her services. The income 
protection required to maintain the ma- 
terial status of the family or the economic 
loss resulting from death or incapacity of 
the wife will be the present cost of these 
expenditures. Future price increases of 
the services purchased limit the ability of 
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the family unit to maintain its real income 
position. These price increases may have 
the effect of “washing out” part or all of 
the impact of the discount to determine 
present cost. In other words, the rate used 
in determining present costs should be 
reduced by the expected compound rate 
of increase in the prices of services. 

4. The value of the contributions of 
the wife is independent of the monetary 
income provided by the principal wage 
earner and this value may well exceed the 
money income of the family unit. 

5. The income protection required 


against the event of the loss of the wife 
will be in part a function of the ability of 
the husband to assume the role of a do- 
mestic servant and governess. This ability 
in turn will be related to the nature of 
the occupation of the husband, ie., the 
time and travel requirements of his job. 
However, in establishing compensation 
for damages in connection with the loss of 
the wife, total damages are not equitably 
reduced by taking into account the addi- 
tional responsibilities and duties which 
may be assumed by the husband. 











COMMON STOCK INVESTMENTS OF MUTUAL FIRE 
AND CASUALTY INSURANCE COMPANIES 


Paut E. Lay 


Growth of the insurance industry has 
been one of staggering proportions, espe- 
cially the increase of casualty insurance 
in the United States during the last 
twenty-five years. The problems which 
have come with the acceptance and de- 
velopment of insurance are of similar pro- 
portions. One of these problems is the 
investment of insurance company funds. 
While this situation is not peculiar to any 
one type of insurance organization, the 
scope of this paper is limited to the study 
of common stock investments of mutual 
fire and casualty insurance companies. 


The Investment Function 


The investment function of insurance 
companies is to take the funds made 
available by underwriting operations and 
place them in such investments as bonds, 
stocks, mortgages and real estate. 

There are four hazards, of which one 
or more exist in any investment situation. 
First is the “business risk” which is in- 
herent in a capitalistic society, where the 
economic laws of supply and demand 
operate. Next is the “money-rate risk” 
whereby fixed income securities fluctuate 
on the market at a premium or discount, 
depending upon the interest rate. 

The third hazard is the “price-level 
risk,” in which the investment provides 


Paul E. Lay, M.A., C.P.A., is Controller of the 


Farm Bureau Mutual Insurance Company and 
of the Farm Bureau Life Insurance Company. 
Mr. Lay practiced as a public accountant prior 
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He is a past chairman of the Iowa Society of 
Certified Public Accountants. 


for the payment of a sum certain, a real 
problem in an inflationary period. And 
last is the “market risk,” with large de- 
grees of fluctuation of the stock market 
without a direct relationship to book 
values. The seemingly simple task of 
building an investment portfolio thus 
shows a need for statistical information, 
knowledge of the trend of business condi- 
tions, the economic outlook and reason- 
ably sound judgment. 

The responsible officers of insurance 
companies, acting in semi-fiduciary ca- 
pacities, may vary in their choice of in- 
vestment, but it is inherent in such re- 
lationships first to safeguard the assets of 
the company and then look to higher in- 
come possibilities. 

Sources of Investment Funds 

In insurance, as in any organization, 
surplus is the first source of investment 
funds. The next source of insurance funds 
available for investment is that provided 
by the unearned premium reserve. While 
these reserves belong to the policyholders 
until such time as they are earned by the 
company, the funds provided therefrom 
are available for investment. From past 
experience, the fire and casualty com- 
panies consider themselves as having an 
equity in these reserves, which then al- 
lows for an investment program of greater 
flexibility. 

The last major source of funds avail- 
able for investment is the loss reserve 
which represents further segregation of 
funds for the purpose of paying loss 
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claims. These reserves represent funds 
which need to be quite liquid since they 
are the first funds to be drawn upon in 
the payment of losses. A determining 
factor, therefore, in choosing the type of 
investment, becomes a matter of close at- 
tention to the available funds and to the 
relationship of the three areas providing 
the funds. 


Federal Income Taxes 


In planning the investment portfolios 
of mutual fire and casualty insurance 
companies, one of the first considerations 
must be the basis upon which federal in- 
come taxes are to be paid. The company 
must compute the taxes on both the pre- 
mium basis and the investment basis, and 
then pay the larger of the two amounts. 
The companies exercise little control over 
the premium basis since their purpose of 
being is to write premiums. However, the 
companies will exercise considerable con- 
trol over the investment basis and through 
investment planning will attempt to keep 
this tax approximately the same as the 
tax computed on the premium basis. 

To be considered in planning invest- 
ments for tax savings are the tax deduct- 
ibles of (1) 100 per cent on municipal 
bonds, (2) 62.115 per cent on dividends 
from public utility stocks and (3) 85 per 
cent on dividends from other corporate 
stocks. Also to be remembered in this 
tax planning is the 25 per cent tax on 
capital gains as compared to the max- 
imum corporate rate of 52 per cent. 

Without becoming more involved in 
the details of the many considerations in 
planning investment portfolios, it is fair 
to say that the investing of insurance 
funds is not a simple matter to be taken 
lightly by the company officers. How, 
then, are the decisions made as to the 
most suitable investments? 


The Acceptance of Common Stock 
Investments 


There have been periods, and not too 


many years ago, when there was grave 
doubt as to the prudence of insurance 
companies investing in common stocks. 
Textbooks written in the early 1930's can 
be found which question the validity of 
investing in corporate stocks. Later edi- 
tions of the same texts can be found in 
which the authors find common stock 
investments firmly entrenched as a sig- 
nificant part of investment portfolios. The 
main reasons for the change appear to be 
the inflationary trends, the abandonment 
of the gold standard and the new con- 
cepts of fiscal procedure. 

In January 1956, Mr. Shelby Cullom 
Davis, a specialist in insurance company 
investments, advocated share ownership 
in business by insurance companies, be- 
cause of: 


(1) the inflationary bias of our econ- 
omy which should cause the general price 
level to advance over a period of years 
thus creating the need for additional 
underwriting capacity because of the con- 
sequently increased premium volume; and 
(2) the growth of this country in popu- 
lation and national income which should 
make for increased business, greater prof- 
its and higher dividends for the share 
owners of the great companies in the im- 
portant industries of America. 

This general economic picture is based 
on the expectations of, (1) a dynamie pop- 
ulation increase; (2) an amazing ad- 
vance in technology; (3) the dawning of 
what history may term the atomic age; 
(4) the steadily rising discretionary pur- 
chasing power, over and above food, cloth- 
ing and shelter; and (5) the propensity to 
spend of our people, which adds up to the 
statement that the American economy is 
still in the early hours of its destiny.? 


Statistics of Common Stock Investments 

The basis of this paper is a research 
project covering the five year period 1951 
through 1955. But, what has happened in 
this field since that time? A review of the 

1 Shelby Cullom Davis, The Place of Common 
Stocks in an Insurance Investment Portfolio, 


Shelby Cullom Davis and Company, New York, 
New York. 
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common stock holdings of mutual fire and 
casualty insurance companies as of De- 
cember 31, 1959 indicates no major 
changes in the picture of four years ear- 
lier. While there have been minor shifts 
in either direction by several companies, 
the relative over-all position occupied by 
common stocks has not changed materi- 
ally. It is true that dollar amounts of 
common stocks have increased. Since in- 
surance companies carry these stocks at 
market value, such increases are in line 
with the trend of increasing stock market 
prices for this period of time. 

The majority of the companies holding 
no common stocks on December 31, 1955 
still held none on December 31, 1959. The 
ratio of cost to market in 1959 is within 
1 per cent of the ratio in 1955. The ratio 
of common stocks to admitted assets is 
slightly higher in 1959 than in 1955. How- 
ever, very few companies made drastic 
changes in percentages of common stock 
owned during this four year period. In 
light of this situation, the remaining 
analyses are based on the 1955 statistics. 

For the calendar year 1955, the 2,382 
mutual fire and casualty insurance com- 
panies in the United States had slightly 
over two and one-half billion dollars of 
net written premiums. Eliminated from 
this study were those companies with 
annual premium writings of less than 
$200,000, leaving 257 companies whose 
premiums represent more than 85 per 
cent of the total writings. 


Range of Common Stock Investments 


At December 31, 1955, 45 of the 257 
companies held no common stock and 
the holdings of the other companies 
ranged from .1 per cent to 73.1 per cent 
of admitted assets. In order to study this 
wide range, analyses were made by 
various company groupings. This was 
complemented by a questionnaire survey 
involving a weighted random sampling 
of the companies. 


Size of Companies 

The giant and large companies com- 
mand some special attention since they 
write the majority of the business. How- 
ever, the medium and small companies 
are important to this study since they 
represent more than 80 per cent of the 
total companies. 

Almost one-half of the stocks held by 
the giant companies were stocks in affili- 
ated companies. The percentages of com- 
mon stock held by these companies for 
ordinary investment purposes was there- 
fore quite low. In answers to a question- 
naire survey received from all eight of 
these giant companies, the reason for the 
low level of common stock activity ap- 
peared to be the result of conservative 
management. There was considerable 
variance between these companies, with- 
out any particular reason other than dif- 
ference of opinion of company officers as 
to investment choice. 

Within the category of large com- 


TABLE 1 


Common Srock INVESTMENTS OF 257 Mutua Fire anp Casuauty INsuRANCE CoMPANIES 
BY SizE or Compantres AT DeceMBER 31, 1955 


Ratio o 
Average Annual Net Per Cent of Common Shook 
Written Premiums Number of Net Written to Admitted Assets 
Class Years 1951-55 Companies Premiums at 12-31-56 
Giant —  $50,000,000-$250,000,000 8 43.5% 9.7% 
Lar 10,000,000— 50,000, 36 32.7 15.4 
Medium 2,000,000— 10,000,000 86 18.7 9.9 
200,000—- 2,000,000 127 5.1 12.5 
257 100.0% 12.0% 
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panies, are the several companies known 
as the “Associated Factory Mutual Fire 
Insurance Companies,” or popularly 
called the “Factory Mutuals.” Due to the 
inherent nature of their operations, in- 
volving large premium deposits, they have 
greater amounts of dollars for investment 
and greater flexibility in their investment 
operations. As a result they hold sub- 
stantial portfolios of common stocks. The 
large companies, other than the factory 
mutuals, hold common stocks equal to 
12.2 per cent of admitted assets, which is 
very close to the over-all average. 

The difference between holdings of 
medium and small companies could not 
be traced to any dependency on size. 
Size of companies, therefore, did not ap- 
pear to furnish explanation for the pro- 
portion of admitted assets invested in 
common stocks. 


Age of Companies 
There is a definite correlation of age 
of companies and portion of admitted 
assets invested in common stocks. Such 
a pattern is shown in Table 2. 
TABLE 2 
Common Srock INVESTMENTS oF 257 MuTUAL 


Frre anp CasuA.ty INsuRANCE COMPANIES 
BY AGE or COMPANIES AT DECEMBER 31, 1955 

















Dates of Number of Common Stock 
Incorporation Companies Per Cents 
1820-1829 9 32.8% 
1830-1839 7 33.1 
1840-1849 10 21.2 
1850-1859 12 17.2 
1860-1869 q 29.6 
1870-1879 11 15.6 
1880-1889 17 11.4 
1890-1899 28 6.4 
1900-1909 39 12.1 
1910-1919 37 9.2 
1920-1929 36 6.7 
1930-1939 28 Le 
1940-1949 19 11.3 
Totals 257 12.0% 








One factor which exerts influence on 
this trend is the insurance company 
method of valuing common stocks at 
market value, since there has been a great 


increase in stock market prices over this 
long period of time. Some other factors 
which may influence this trend are dis- 
cussed in the subsequent study of other 
factor groupings. 


Financial Positions of Companies 


Three criteria were used in the area of 
company finances. They are (1) ratio of 
surplus to unearned premiums, (2) addi- 
tions to surplus for the period 1951 to 
1955 and (3) the combined loss ratio and 
expense factors. The only discernible pat- 
tern to emerge from these areas was a 
definite inverted ratio of common stock 
holdings to incurred loss ratios and ex- 
pense factors. 

The lower losses and expenses naturally 
leave more funds available for invest- 
ment. The interesting aspect of this, 
however, was the definite trend to invest 
a greater percentage of investment funds 
in common stocks as the loss ratios and 
expense factors decreased. 


Lines of Insurance 


The 257 companies were studied as to 
fire, automobile, workmen’s compensa- 
tion, health, and multiple writings. Those 
companies writing more than one line are 
included in multiple, unless one line of 
business exceeds 75 per cent of total 
writings. 

Since it was most difficult to get mean- 
ingful information on individual lines of 
insurance from the multiple companies, 
and since the number of companies 
writing workmen’s compensation and 
health were small, the analysis concluded 
as a comparison between fire and auto- 
mobile companies. 

At December 31, 1955, the fire com- 
panies held 18.0 per cent of their ad- 
mitted assets in common stocks, while 
the auto companies had only 8.5 per cent 
in common stocks. There are several 
factors which fit into this picture. 

Of the 257 companies studied, only 
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nine held more than 40 per cent of their 
assets in common stocks. Seven of these 
were fire companies as compared to two 
auto companies. 

Fire companies had an average com- 
bined loss ratio and expense factor of 85 
per cent, compared to 90 per cent for auto 
companies. This, of course, helps to fill 
out the pattern of more common stocks 
for the fire companies. 

It was previously established that the 
older companies held greater percentages 
of common stocks than the newer com- 
panies. Naturally the fire companies, as 
a class, are older than the auto companies. 
Sixty-nine of the eighty-five fire com- 
panies were incorporated prior to 1910, 
while only three of the fifty-two auto 
companies date back prior to that time. 
Another factor in the comparison is the 
weighting included in the fire companies 
due to the factory mutuals, which were 
previously shown as heavy investors in 
common stocks. 


States of Domicile 


Study of the 257 companies according 
to states of domicile was not particularly 
rewarding statistically, but did present an 
interesting geographical picture. Ninety- 
five per cent of the net premiums for the 
years 1951 through 1955 were written by 
217 of these companies, all of which were 
located in fifteen states which are physi- 
cally joined into a continuous block ex- 
tending from the eastern seaboard, along 
the northern part of the United States and 
including the midwest section of the 
country. 

By drawing a line between Pennsyl- 
vania and Ohio, an eastern section with 
88 companies and a midwestern section 
of 129 companies are established. The 
eastern section has 18.3 per cent of com- 
mon stocks while the midwestern section 
has only 7.4 per cent. It appears, how- 
ever, that the wide variance is not due to 
geographical location as such. The east- 


TABLE 3 


Common Srock INvEesTMENTs or 217 Mutua. 
Frre anp Casuautty InsurANcE COMPANIES BY 
FirrEEN States or DomiciLe at 
DecemBER 31, 1955 








Annual Net Common 
} Stock 








Number Written 

7) Premium Per 

State Companies 19651-1965 Cents 
Massachusetts 28 $$ 441,752,000 24.4 
Iowa 26 109,707,000 6.9 
New York 25 150,764,000 6.4 
Pennsylvania 22 77,930,000 17.3 
Wisconsin 19 197,799,000 6.9 
Illinois 18 370,436,000 9.6 
Ohio 16 209,274,000 8.7 
Minnesota 13 62,676,000 4.5 
Michigan 85,731,000 8.0 
Rhode Island 8 103,029,000 37.7 
Indiana 8 60,211,000 5.8 
Kansas 7 13,044,000 4.4 
Nebraska 7 138,988,000 4.8 
Missouri 6 18,459,000 15.0 
New Hampshire 5 14,309,000 16.7 
Totals 217 $2,054,109,000 11.8 








ern group is weighted heavily with both 
older companies and fire companies, 
which, as previously examined, showed 
higher percentages of common stock in- 
vestments. 

Considerable study was made of insur- 
ance regulations in these fifteen states. It 
was found that some states have con- 
siderably more regulations or insurance 
department rulings than other states. 
This, however, did not seem to be a lim- 
iting factor in any of the states, since 
even in those states which have specific 
conditions to be met in common stock 
investments, the companies could hold 
larger portfolios of common stock than 
they are now doing. 


Management Practices 


Up to this point, this study has dealt 
primarily with statistical information as 
to common stock investments by mutual 
fire and casualty insurance companies. 
As a result there have developed some 
patterns and trends of common stock 
holdings, but more important to this study 
are the management decisions which ef- 
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fect these practices of investing in com- 
mon stocks. 

To get an insight into this more im- 
portant aspect of the problem, a detailed 
questionnaire was sent to 70 of the 257 
companies. This was a random sampling 
within groupings of (1) size of com- 
pany, (2) lines of insurance written, and 
(3) states of domicile. It included a 
representative number of inquiries to 
companies with common stock invest- 
ments and companies without common 
stockholdings. Some weighting was given 
by including all eight of the giant com- 
panies and several of the companies hold- 
ing extremely large percentages of com- 
mon stocks. There was a 63 per cent re- 
sponse to this sampling with considerable 
comments from the company officers in 
addition to answers to the specific ques- 
tions outlined in the questionnaire. 


Why Own Common Stocks? 


At June 21, 1957, 17.5 per cent of these 
257 companies considered this question 
to be very simple—they did not own any 
common stocks. A very few of these com- 
panies had small surpluses in relation to 
premium writings and did not feel in a 
position then to buy common stocks. 
Some of them have since started buying 
stocks. For the most of this group, their 
reason for not buying common stock was 
that it was against company policy. In no 
case was it possible to learn why the com- 
pany policy was such. 

There were eleven companies at the 
other extreme. They each held common 
stocks in excess of 40 per cent of admitted 
assets. Some special attention was given 
to them and it was noted that they were 
usually small companies, each of which 
had some particular circumstance that 
prompted them to hold these high per- 
centages of common stocks. While their 
histories were quite interesting, they are 
not significant as a trend within the total 
257 companies. 


For the majority of the companies there 
were, however, definite reasons for buy- 
ing common stocks. These reasons are 
tabulated in Table 4. 


TABLE 4 


Resutts oF TWENTY-NINE QUESTIONNAIRES AS 
To Way Mutwat Fire anp Casua.ty INSURANCE 
Companies Own Common Stocks at 
JUNE 21, 1957 














Number of 

Company 

Reason Answers* 
Income 13 
Tax Advantage 3 
Appreciation 12 
Hedge against Inflation 8 
Help build Country’s Economy 11 
Diversification 5 
Total 52 








*Some companies gave more than one reason. 


The six reasons given by the companies 
overlap to some extent and can be classi- 
fied as (1) income, (2) appreciation, and 
(3) diversification. Income includes “tax 
advantage” since this is an income device. 
Appreciation is expanded to include 
“hedge against inflation” since apprecia- 
tion is a hedge against inflation. Appreci- 
ation also includes “help build country’s 
economy.” This may be a public-minded 
desire by the companies, but it is by na- 
ture based on an assumption of a rising 
economy, thus resulting in appreciation. 

The recapitulation of the responses 
then appear as follows: 


Number 
Reason of Answers 
Income 16 
Appreciation 31 
Diversification 5 
Total 52 


It appears significant that the com- 
panies know why they own common 
stocks—however, in analyzing these re- 
plies there was no pattern which tied into 
any of the classifications used in the 
statistical portion of this study. 














Common Stock Investments of Mutual Fire & Casualty Insurance 47 


Size of Common Stock Portfolios 

The majority of the companies answer- 
ing the questionnaire had policies re- 
garding maximum common stock owner- 
ship. These maxima ranged from 3 per 
cent to 50 per cent of admitted assets. 
The common stocks held at December 31, 
1955, were compared to these stated poli- 
cies and in most cases their actual hold- 
ings were close to the maximum as set by 
policy. In most cases, however, the com- 
panies did not have policies as to min- 
imum ownership of common stocks. No 
information was available as to how the 
maxima were set. 


Types of Common Stocks 

There was no uniformity or pattern re- 
garding types of common stocks pur- 
chased. Several companies had no restric- 
tions on buying and purchased whatever 
they considered “good buys.” A few of 
the companies had policies against pur- 
chase of any railroad stocks, while a few 
others had established ratios between 
utilities and industrials. 


Formula for Purchasing 
Common Stocks 

Twenty per cent of the companies 
answering the questionnaire indicated 
they used formulae for timing the pur- 
chases of common stocks. Most of these 
companies were using the “dollar averag- 
ing” method—the investing of a specified 
amount at regular intervals. The majority 
of the companies, therefore, were pur- 
chasing common stocks without the use 
of a timing formula. Although this ap- 
peared surprising, the more significant 
fact was that many of these companies 
considered themselves to be using a tim- 
ing formula, since they bought what 
looked like the best available stock at the 
time when funds were available. 


Responsibility For Common Stock 
Portfolio 


From the previous discussion, it ap- 


pears that the majority of the companies 
do not have much in the way of formal- 
ized common stock investment policies. 
The rule seems to be the reasonableness 
of judgment of the person or persons re- 
sponsible for making the investment de- 
cisions. Who then, is responsible for mak- 
ing these decisions? 

Most of the companies indicate an in- 
vestment committee is responsible for 
these purchases. The size of the commit- 
tees range from two to all of the officers. 
Only a very few companies delegated 
this responsibility to one company officer, 
but several of the companies restricted 
this responsibility to one or all of the 
company directors. This points out that in 
all cases the decision is reserved for high 
level management. This is good, but it 
also raises a question of how much time 
these busy executives can devote to the 
investment of funds. The amount of help 
received from staff personnel or invest- 
ment analysts is not known. 


Conclusion 


Common stock investments of mutual 
fire and casualty insurance companies 
have been studied from the standpoint of 
statistical information which has provided 
some definite patterns and trends by 
various classifications. It has not been de- 
termined as to which of these factors 
have been the cause and which are the 
result of the effect. Nor has it been de- 
termined as to which of these factors are 
dominant. These patterns and trends do, 
however, give some information for use in 
comparison of a particular company to 
the average of other companies accord- 
ing to the several factors involved. 

The other part of this study has dealt 
with operating information received from 
those company officers who are making 
the day to day decisions. While various 
company policies are in effect for the in- 
vesting of common stocks, there appear to 
be very few companies which have com- 
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plete and definite policies as to amounts mulae for purchase of common stocks and 
of common stocks to be held, kind of an exact knowledge of why they are buy- 
common stocks to be bought, timing for- ing common stocks. 























THE REGULATION OF MULTIPLE-LINE 
INSURANCE COMPANY INVESTMENTS 


RayMonp G. ScHULTz and Rosert E. ScHuLTz 


The ‘subject of the state regulation of 
insurance company investments can logi- 
cally be divided into two parts: life in- 
surance companies and multiple-line com- 
panies. There are three reasons for 
studying the investment regulation of 
multiple-line companies separately from 
that of life insurance companies.’ First, 
while the life insurance industry is more 
than three times as large as the multiple- 
line industry, still a financial institution 
of some thirty billion dollars must be re- 
garded as being a considerable force 
within our economy. This industry an- 
nually receives around thirteen billion 
dollars in premiums, which is three- 
fourths’ of the premium income for the 
life irsurance industry. 

Second, there are many fundamental 
differences between life and multiple-line 
insurers which affect their investment 
policies and the state regulation of such 
policies. The average life contract is writ- 
ten for a much longer period than the 

Raymond G. Schultz, Ph.D., is Assistant Pro- 
fessor of Finance in the University of Southern 


California. He serves as business consultant for 
Equities Control Corporation. 

Robért E. Schultz, Ph.D., is Professor of Fi- 
nance and Insurance in the University of South- 
ern California. He has served as financial con- 
sultant for several California corporations and 
for Pepsi Cola-Central in Caracas, Venezuela. Dr. 
Schultz is author of Life Insurance Housing 
Projects, Property Insurance, and Corporation 
Finance. Outline. This is the second Journal of 
Insurance article in which the two brothers have 
joined as co-authors. 

1See The Journal of Insurance, December, 
1960, pp. 57-62. 


regular property and liability coverages. 
Hence, many state statutes are more con- 
cerned with restricting or limiting the 
investments of life companies than mul- 
tiple-line companies, in order to achieve 
long-term solvency. The solvency of mul- 
tiple-line companies is often viewed as 
being more of a rate-making and under- 
writing problem than an investment prob- 
lem. Also, the average multiple-line com- 
pany will have a proportionately larger 
capital and surplus cushion than the 
average life insurer in the event that un- 
fortunate investments have been. made. 
Stock companies dominate the multiple- 
line industry (unlike the life insurance 
industry), and there probably is greater 
pressure for higher yielding investments 
on the part of these companies to aug- 
ment earnings than there is for life in- 
surers. 

Finally, the property-liability area of 
insurance activity has undergone several 
revolutionary changes in the past two 
decades. Chief among these changes is 
the advent of multiple-line underwriting, 
which is in sharp contrast to the compart- 
mentalized approach that resulted from 
the New York Insurance Laws in general 
and the Appleton Rule in particular.’ 
Beginning with the Diemand Committee 
recommendations in 1944 and ending 
with the change in the New York Insur- 
ance Laws in 1949 that permitted non- 
life insurers domiciled or admitted to do 


2C. A. Kulp, Casualty Insurance, Third Edi- 
tion, pp. 554-55. 
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business in New York to write coverages 
across the traditional lines of property 
and liability insurance, the so-called fire, 
casualty, marine, and inland marine busi- 
nesses were subjected to a profound lib- 
eralization of underwriting powers that 
in effect merged them into one industry.® 
In addition, during this same period the 
emerging industry was subjected to the 
impact of the S.E.U.A. case, Public Law 
15, and the All-Industry Model Bills, 
which resulted in the strengthening and, 
to some extent, unifying of state statutes 
and closer scrutiny of state (and federal) 
officials. It seems to be a reasonable 
assumption that investment regulation 
would be affected by these events, but 
the exact nature of any such changes is 
much less obvious. 


Multiple-Line Insurance Company 
Investments 


Table I presents a comparative picture 
of the asset structures of the life and 
multiple-line insurance industries. Both 
industries invest about the same pro- 
portion of their assets in bonds, but 
the multiple-line companies emphasize 
United States Government Bonds (for 
safety and liquidity) and state and mu- 
nicipal bonds (for their tax-exempt 
status ) while the life insurance companies 
invest more heavily in corporate bonds.‘ 
Another striking difference between life 
and multiple-line insurance company in- 
vestment policies can be seen by com- 
paring their relative holdings of stocks 
and mortgages. The New York law limit- 
ing investment in stock by life companies 
to five per cent of admitted assets or one- 
half of surplus has encouraged most life 

*Ibid., p. 555. The NAIC authorized full 


multiple-line underwriting powers in 1946. New 
York Insurance Laws, Article IV, Section 46. 
*The 1959 change in the taxation of life in- 
surance companies may bring about a gradual 
change in their investment policies. See Raymond 
F. Valenti, “The 1959 Insurance Company Tax 
Law—Attitudes and Insights,” The Journal of 
Insurance, September, 1960, pp. 29-35. 


insurers to seek higher returns in the 
mortgage markets.’ Multiple-line com- 
panies, on the other hand, prefer equity- 
security investments because of their 
yield and price appreciation potential 
(which is not available in mortgage lend- 
ing). 
Tase I 


DistRIBUTION OF MULTIPLE-LINE AND LIFE 
InsuRANCE Company Assets (1959) 





Multiple- 
Line Life 
Type of Asset Companies Companies 
Bonds: (51%) (50%) 
Government Bonds: (45%) (10%) 
U. 8. Government 21% 6% 
Foreign Government 1% — 
State & Local Gov't. 24% 4% 
Corporate Bonds: ( 6%) (40%) 
Railroad 1% j 
Public Utility 3% 15% 
Industrial & Misc. 2% % 
Stocks: (32%) ( 4%) 
Preferred: _ 3%) ( 1%) 
Public Utility 2% 1% 
Misc. % a 
Common: (29%) ( 3%) 
Public Utility 5% 1% 
~ Industrial & Misc. 4% ag 
MO (a 0 
Real Betate 2% 3% 
All Other 14% 8% 
(100%) (100%) 


Sources: Life Insurance Fact Book and Best's Aggre- 
gates and Averages. 


TaB.Le II 


DistRIBUuTION OF MULTIPLE-LINE AND LIFE 
INsURANCE CoMPANY LIABILITIES AND 
Net WortnH (1959) 





Multiple- 
Type of Liability Line Life 
or Net Worth Account Companies Companies 
Reserves: (54%) (82%) 
Loss & Loss Expense 25% _— 
Unearned Premium 29% _— 
Life Insurance — 59% 
Health Insurance — 1% 
Annuities _ 18% 
perpmeniety Con. — 4% 
Other Liabilities 5% 9% 
Net Worth: (41%) ( 9%) 
Stock % 1% 
Special or Vol. Res. 7% 2% 
Surplus 30% 6% 
(100%) (100%) 


Sources: Life Insurance Fact Book and Best's Aggre- 
gates and Averages. 


~ 3 New York Insurance Laws, Article V, Section 
81, Subdivision 13. 
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Table II presents a comparison of the 
liabilities and net worth of life and mul- 
tiple-line insurance companies. The most 
significant factors affecting company in- 
vestments are that life companies have 
much greater reserve obligations and 
much less equity or net worth than mul- 
tiple-line insurers. Since most states place 
restrictions on the investments of insurers 
by class or type of asset and by source of 
funds, these differences will affect com- 
pany policies materially. In addition, life 
insurance company reserves, on the aver- 
age, will have a much longer duration 
and therefore present less of a liquidity 
problem than multiple-line insurance 
company reserves. However, multiple- 
line companies have (relatively) con- 
siderably more equity funds to invest 
than life companies, and furthermore, the 
larger companies tend to have steadily 
increasing premium volumes, so the li- 
quidity problem of the multiple-line in- 
surance industry is not appreciably differ- 
ent from that of the life industry. The 
existence of substantial equity in the 
multiple-line industry probably does re- 
sult in greater emphasis being placed on 
higher yielding (including price appreci- 
ation) equity investments to supplement 
(or offset) underwriting experience. 


Restrictions on Multiple-Line 
Company Investments 


Classes of Investments 


The investments of multiple-line insur- 
ance companies can be divided into five 
basic categories: government securities, 
corporate obligations, corporate stocks, 
mortgages, and real estate. All of these 
investment outlets, with certain restric- 
tions, are available to these companies, 
but the distribution of assets will be 
materially affected by the companies’ 
sources of funds (see below). 

Government Securities. Obligations of 
the United States Government and of 


the state of domicile are invariably con- 
sidered eligible for a company’s most re- 
stricted investments.* The more lenient 
states will also include the obligations of 
other states and Canada and its provinces, 
etc. in this category, and all states recog- 
nize such investments generally.? The 
only restriction on these types of obliga- 
tions is that they must not be in default. 

Securities issued by agencies of or re- 
lated to the United States Government 
also are eligible for investment, but they 
usually fall into a less restricted classifi- 
cation of assets. Examples of such securi- 
ties are stock of the Federal Home Loan 
Banks, bonds of the Federal Land Banks, 
debentures of the Federal Housing Ad- 
ministration and Federal National Mort- 
gage Association, bonds of the Interna- 
tional Bank for Reconstruction and De- 
velopment, and obligations of the Federal 
Savings and Loan Insurance Corporation. 

Corporate Obligations. Corporate obli- 
gations of American and (usually) Cana- 
dian businesses are also eligible invest- 
ments for multiple-line companies. These 
obligations must not be in default, have 
been purchased at not more than their 
market value, and represent not more 
than a certain percentage—usually two 
per cent—of the entire issue and of ag- 
gregate company assets—usually between 
thirty-three and one-third per cent and 
fifty per cent.® 

Corporate Stocks. Multiple-line insur- 
ance companies are permitted to invest in 
preferred and guaranteed stock and in 
common stocks of United States and 
(usually) Canadian corporations. The 
state statutes are usually more lenient in 
allowing such investments for multiple- 
line companies than for life companies. 
~ 6 For example, see New York Insurance Laws, 
Article V, Section 79; Code of Virginia, Section 
38.1-181. 

* California State Insurance Code, Chapter 2, 
Article 3, Sections 1172-1173. 


8 Illinois Revised Statutes, Article VIII, Sec- 
tion 125 et seq. 
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In New York, for example, the same 
qualitative restrictions are applied to 
multiple-line company stock investments, 
but the aggregate of such investments is 
not limited to five per cent of admitted 
assets or one-half of surplus. Hence New 
York multiple-line companies have been 
permitted to invest far more heavily in 
equity securities than have life com- 
panies. Another type of quantitative ad- 
vantage that some states grant multiple- 
line companies is to permit them to in- 
vest certain classes of funds in equity or 
other less restricted outlets. Massachu- 
setts, for example, requires that domestic 
life insurers invest at least three-fourths 
of the funds equal to their reserve liabili- 
ties in the same restricted outlets as re- 
quired for capital funds, while multiple- 
line companies may invest all of their re- 
serve funds in less restricted types of 
assets.° Illinois’ approach involves both 
qualitative and quantitative differences. 
This state permits multiple-line com- 
panies to invest all of their capital and 
surplus in. the stocks or bonds of solvent, 
domestic corporations (with restrictions ), 
while life insurers may invest only up to 
fifty per cent of the difference between 
original capital or surplus and current 
capital or surplus in stocks registered on 
national securities exchanges.!" 

Generally speaking, there are no differ- 
ences between the standards required for 
stock investments by life and multiple- 
line companies. Some states, such as 
New ‘York, specify rather definite stand- 
ards for eligibility..* Other states, such 
“"* New York Insurance Laws, Article V, Sec- 
tion 81, Subdivision 18; Section 85. 

1° Laws of Massachusetts, Chapter 175, Sec- 
tion. 63. 

"1 Illinois Revised Statutes, Article VIII, Sec- 
tions 125.11, 125.12. 

%2See The Journal of Insurance, December, 
1960, pp. 58-59. Most states employing this type 
of approach follow the general standards out- 
lined by New York: separate standards are used 


for preferred and guaranteed shares and com- 
mon shares, the issuer’s earnings must cover 


as California, specify that the stock must 
qualify as “a sound investment,” and 
leave the problem of quality essentially 
to the determination of the companies.'* 
Many states leave the standards of qual- 
ity to the insurance commissioner's dis- 
cretion and permit him to enforce them 
by means of executive rulings and_ peri- 
odic examinations. General standards are 
that no more than the market value can 
be paid for the stock and that the invest- 
ment does not exceed a certain per- 
centage of the entire issue (or constitute 
a controlling interest in the issuer )** and 
a certain percentage of the insurer's ad- 
mitted assets. ) 
Mortgages. None of the states distin- 
guish between life and multiple-line 
company investments in real estate mort- 
gages. Such mortgages must be first liens, 
the loan limits range between seventy- 


various fixed and contingent charges a.minimum 
number of times over a specified period, cash 
dividends must have been paid consistently, and 
investment in a particular issue is limited to a 
percentage of the issue and of the admitted assets 
of the insurer. 

13 California State Insurance Code, Chapter 2, 
Article 4, Section 1196. 

14 Exceptions to this rule permit the ‘so-called 
“fleet-type” of operations. For example, the 
California State Insurance Code, Chapter 2, 
Article 4, Section 1199, contains the following: 

No domestic incorporated fire, life or marine 

insurer e excess funds investments 

in of, or loans upon, more than 30 

per cent of the total in par value or number 
of outstanding — of the capital stock of 
any one corporation, except: 

(a) In the purchase of the stock of another 
admitted domestic insurer; or 

(b) With the. prior authorization of the 
commissioner, in the purchase of stock of any 
other insurance corporation organized under the 
laws of any other state, or of the Dominion of 
Canada or of any province of the Dominion 
of Canada, which is supervised by the state 
or dominions or provincial insurance commis- 
sioner or similar official, and the investments 
of which comply in substance with the in- 
vestment requirements and limitations im- 
posed by this code upon like domestic insur- 
ers; provided, that no such domestic insurer 
shall have in the aggregate more than 50 per 
cent of its capital and surplus invested in the 
stocks of insurance corporations organized 
under the laws of this State or other states or 
of the Dominion of Canada or of any province 
of the Dominion of Canada. 
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five per cent and sixty-six and two-thirds 
per cent (depending on the state and the 
existence of an FHA or VA guaranty), 
and the sources of funds are usually less 
restricted in nature. 

Real Estate. Multiple-line companies 
are permitted by statute to own home and 
branch offices. In addition, they are gen- 
erally allowed to take over and run prop- 
erty under a defaulted mortgage, and a 
few states also permit such companies to 
own and operate income-producing prop- 
erty such as shopping centers.5 How- 
ever, multiple-line companies are not al- 
lowed to own or construct housing proj- 
ects, as are life companies. It is doubtful 
that this limitation affects the investment 
policy of multiple-line companies to any 
extent. Few such companies are large 
enough to finance this type of invest- 
ment, and the lack of diversification plus 
the moderate rate of return would make 
it a questionable asset item at best. 

Multiple-line companies cannot make 
policy loans to policy-holders in the same 
sense that a life insurer can, but few 
states have any restrictive provisions re- 
garding the payment of premiums during 
the life of the coverage. Thus premiums 
might be deferred temporarily, or only a 
deposit premium might be initially paid, 
and in either case some form of credit is 
extended to the insured. 

Some thirteen states now have “leeway” 
provisions that permit domestic com- 
panies to make investments that are not 
otherwise authorized under states’ gen- 
eral investment statutes. This privilege is 
extended to both life and multiple-line 
insurers, but it is limited to a small per- 
centage of admitted assets.’* 


Sources of Investment Funds 
In addition to restrictions on types of 
assets eligible for investment by domestic 
15 Jllinois Revised Statutes, Article VIII, Sec- 
tion 125.15. 


16 The range is from one per cent in New 
York to ten per cent in New Hampshire. 


insurers, most states place further limita- 
tions on such outlets by sources of 
funds.‘*7 These latter limitations affect 
multiple-line companies to a greater ex- 
tent than life insurers due to the sub- 
stantial differences that exist in their 
sources of funds. 

Investment of Capital and/or Paid-In 
Surplus. The traditional approach has 
been to restrict the investment of capital 
funds to the most conservative or secure 
types of investments. For example, a 
New York company must invest an 
amount equal to its minimum capital (or 
paid-in surplus) in the following asset 
categories: 

United States Government obligations (or 
obligations guaranteed by the United 
States Government) ; 

Obligations of the State of New York or 
its subdivisions; 

Other state obligations; 

Mortgage loans and deeds of trust. 

In addition, sixty per cent of these 
minimum capital funds must be invested 
in the first two categories.’* Pennsylvania 
and California follow a similar approach, 
but like most other states they include a 
few additional, eligible categories of in- 
vestment for capital funds.’® Illinois is 
one of the few states that permits mul- 
tiple-line insurers to invest their capital 
funds in corporate stocks and bonds and 
other less conservative investments.”® 
However, Illinois does require that life 
insurers invest all of their original capital 
funds and one-half of the subsequent in- 
crease in such funds in the more tradi- 
tional outlets.?! 

117A few states make no distinction between 


sources of funds for investment purposes. See, 
for example, Wyoming Statutes, Section 26-23. 

18 New York Insurance Laws, Article V, Sec- 
tion 79. 

19 California State Insurance Code, Chapter 2, 
Articles 3 and 4; Pennsylvania Statutes, Article 
V, Section 652, and Article VI, Section 722. 

2° Illinois Revised Statutes, Article VIII, Sec- 
tion 125.12. 

*1 Ibid., Section 125.11. 
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Investment of Surplus Funds. A ma- 
jority of states consider that all funds in 
excess of minimum capital and/or sur- 
plus are residual in nature and may 
be -invested in either general invest- 
ment outlets or in additionally authorized 
categories. California and Pennsylvania 
are typical of these states. The California 
law classifies all such funds as “excess 
funds” and permits their investment in 
any type of admissible asset, regardless 
of the class of business underwritten by 
the particular company.2* Pennsylvania 
treats multiple-line companies in the same 
manner, but life insurers must also in- 
vest at least three-fourths of their reserve 
funds in the minimum capital-types of 
outlets.27 Both Illinois and New York 
permit domestic multiple-line companies 
to invest their surplus funds in the more 
liberal asset categories, but life com- 
panies are denied this right in New York 
and, in part, in Illinois.2* Virginia leaves 
the investment of excess funds to the com- 
panies’ discretion,?° and a few states, such 
as Washington, make no mention of the 
investment of these funds at all.?* 


Investment of Reserve Funds. Cali- 
fornia and Pennsylvania, (except for life 
companies) consider reserve funds (i.e., 
funds equal to the reserve liabilities of 
domestic companies) to be excess funds 
for investment purposes.?7 Washington 
and Virginia, on the other hand, are typi- 
cal of states that follow a somewhat more 


*2 California State Insurence Code, Chapter 2, 
Article 4. 

*3 Pennsylvania Statutes, Article IV, Sections 
504-6; Article V, Section 652-3; Article VI, Sec- 
tion 722-3. Massachusetts follows the Pennsyl- 
vania code quite closely. See Laws of Massa- 
chusetts, Chapter 175, Section 63. 

24 New York Insurance Laws, Article V, Sec- 
tion 85; Illinois Revised Statutes, Article VIII, 
Sections 125.11, 125.12. 

25 Code of Virginia, Section 38.1-182. 

*6 Revised Code of Washington, Section 48. 
13.260. 

27 California State Insurance Code, and Penn- 
sylvania Statutes, loc. cit. 


conservative approach to the investment 
of reserve funds. Both states add to their 
lists of general investments other out- 
lets including corporate obligations, but 
Washington does exclude corporate 
stocks.2® New York follows a modified re- 
serve investment plan: 


After satisfying the requirements for mini- 
mum capital investments specified in Sec- 
tion 79, any domestic insurer, other than 
a life insurance company or a fraternal 
benefit society, may invest its funds in, or 
otherwise acquire, or loan upon, only the 
classes of reserve investments as specified 
in Section 81, unless it shall at all times 
have and maintain cash and such reserve 
investments (including its minimum cap- 
ital investments), free from any lien or 
pledge, which, when valued in accordance 
with the provisions of this chapter, shall 
be at least equal in amount to fifty per 
centum of the aggregate amount of its 
unearned premium reserve and loss re- 
serves. .. .”° 


Illinois uses an entirely different approach 
for the investment of reserve funds. In 
this state, reserve funds must be allocated 
in the usual, general investments that ex- 
clude common stocks. In addition, at 
least thirty-five per cent of these reserve 
funds must be invested in various types 
of governmental and other more conserv- 
ative securities.*° Thus Illinois requires 
that reserve funds be more safely invested 
than capital and surplus funds, which is 
probably the more desirable approach, 
from the standpoint of policyholders’ in- 
terests. 


Regulation of Foreign Companies 


The various state laws make no dis- 
tinction between classes of foreign insur- 
ance companies for regulatory purposes. 
The states reserve the right to enforce 
substantial conformity with their invest- 

°8Code of Virginia, and Revised Code of 
Washington, loc. cit. 

29 New York Insurance Laws, Article V, Sec- 
tion 80, Subdivision 2. 

3° Illinois Revised Statutes, Article VIII, Sec- 
tion 125-125.10. 
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ment statutes on foreign insurers doing 
business within their jurisdiction. This is 
usually accomplished by permitting the 
insurance commissioner to refuse to li- 
cense a foreign insurer to do business 
within the state if such an insurer’s invest- 
ments do not generally follow those of 
domestic companies.** 

In addition, most state laws contain 
some sort of “comity of the states” pro- 
vision imposing the same restrictions on 
foreign insurers that such insurers’ states 
of domicile impose on companies of that 
state. The effect of such statutes is to re- 
taliate against or reciprocate for foreign 
insurers, depending on the provisions of 
the state laws involved.** 


The Model Bills and Investment 
Regulation 


While the All-Industry Model Bills 
greatly affected non-life insurers from 
the standpoint of underwriting powers 


31 New York Insurance Laws, Article V, Sec- 
tion 90 reads as follows: 
a Ay rintendent may refuse a new or re- 
icense to any foreign insurer, if he 
= that its investments do not comply in 
substance with the peadieieet ep 
and limitations imposed by this chapter u 
like domestic insurers hereafter organiz to 
do the same kind or kinds of insurance busi- 
ness. For the purposes of this subsection, the 
investments of a forei insurer shall be 
to comply in substance with the in- 
vestment requirements limitations im- 
posed by this chapter u like domestic in- 
surers hereafter caieinall te do the same kind 
or kinds of insurance business if, after dis- 
allowing as admitted assets in whole or in 
part any F its investments which do not com- 
aly with such investment requirements and 
itations, the superintendent finds that the 
resulting surplus to policyholders of such for- 
eign insurers would not reduced below an 
amount which is reasonable in relation to the 
insurers’ outstanding liabilities and adequate 
to its financial n ; but in no event below 
an amount equal to tthe minimum surplus to 
licyholders required on organization of a 
5 ame insurer to do the same kind or kinds 
insurance business. superintendent 
a recognize like securities of the home state 
of the foreign insurer as minimum capital in- 
vestments in lieu of the securities specified. 


32 lens Insurance Code, Chapter 505. 


and rate-making, they had practically no 
effect on the investment regulation of 
these companies. Most state laws treated 
fire, casualty, marine, and inland marine 
companies in the same manner regarding 
investments prior to the enactment of the 
Model Bills; hence there was no need to 
change these investment statutes. Since 
states can also regulate the investments 
of foreign insurers to a considerable de- 
gree, it was not particularly important if 
the various state laws did differ on certain 
points. It is quite unlikely that any at- 
tempts will be made to achieve uniformity 
among the states on the subject of invest- 
ment regulation, since the present lack 
of uniformity does not appear to create 
any great problems. 


Conclusions 


Investment regulations are essentially 
of two types: they are based on both 
sources of funds and classes of outlets. 
The former restrictions affect multiple- 
line companies more than do the latter. 
Life insurers, on the other hand, are far 
more concerned with the latter types of 
restrictions due to the distribution of 
their sources of funds as well as the more 
conservative nature of life insurance in- 
vestment laws. Of all of the state statutes 
considered in the preparation of this 
article, the Illinois approach appears to 
be the most sound. In effect, this state 
suggests that a multiple-line insurer owes 
its primary obligation to the insureds, not 
the stockholders (or insureds in a pro- 
prietary sense), and requires that com- 
panies domiciled under its laws invest 
their funds accordingly. Certainly the tra- 
ditional approach of restricting capital 
funds to conservative investments (to 
safeguard company solvency or investors’ 
outlays, depending on one’s viewpoint), 
is more difficult to reconcile with the 
quasi-public service philosophy of mul- 
tiple-line insurance. 
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COMPENSATION OF EXECUTIVES 
IN THE INSURANCE INDUSTRY* 


Cartes P. Hatt, Jr. 


The American insurance executive 
stands in a rather unique position in the 
business world. Though he is normally 
a prominent member of the community, 
active in various civic affairs, and re- 
spected by his associates, a certain myth 
about his being underpaid (or poorly 
paid, depending on the observer's atti- 
tude) seems to have found wide accept- 
ance. A leading magazine recently pub- 
lished a study which served to reinforce 
this belief. It characterized insurance 
executives as the best educated but poor- 
est paid business leaders in the country. 
While some insurance men welcome this 
reputation, considering it as good public 
relations with respect to policyholders 
and regulatory authorities, others are 
justifiably concerned with the potential 
effect which it has in attracting qualified 
leaders to the industry. 

The present study was undertaken to 
determine exactly how insurance execu- 
tives fare when total compensation is con- 
sidered. Differences between life and 
property-casualty insurers as well as 
those between stock and mutual insurers 
were also investigated. The companies 
which were studied accounted for roughly 
90 per cent of the insurance written in the 
United States during 1959. 
~ Charles P. Hall, Jr., Ph.D., is Assistant Pro- 
fessor of Insurance at the University of Washing- 
ton. Dr. Hall was a Fellow in the Huebner 


Foundation and has served as an agent for the 
Northwestern Mutual Life Insurance Company. 
* This is based on a dissertation topic recently 
accepted at the University of Pennsylvania for 
completion of the Ph.D. requirements. 
1“1700 Top Executives,” Fortune, November, 
1959, pp. 138, ff. 


Intra-Insurance Findings 


Virtually all students of executive com- 
pensation agree that company size is the 
dominant factor in determining what an 
officer earns. To account for this, the in- 
surance companies studied were divided 
into four size catagories. Predictably, both 
average and mean salaries varied directly 
with company size. The type of emolu- 
ment employed, however, seemed unaf- 
fected by this factor, except that certain 
“executive extras” such as free physical 
examinations and longer vacations were 
slightly more common in the large com- 
panies and the executives of small compa- 
nies were more frequently provided with 
company cars. 

A less expected revelation was that no 
substantive or consistent difference in the 
pattern or magnitude of compensation ex- 
isted between the executives of stock and 
mutual insurers except in respect to in- 
centive compensation. In this area, over 
20 per cent of the stock companies studied 
offered stock options to selected officers. 
Obviously this type of emolument is not 
available in mutual companies. 

To a lesser degree, mutuals also lag 
slightly in the provision of profit-sharing 
benefits. This is especially true among 
life insurers and is due in large measure to 
the possible legal and ethical questions 
which loom large in the minds of some 
executives, who find it difficult to recon- 
cile the idea of profit-sharing for em- 
ployees with the mutual form of corpo- 
rate organization. 

Differences in compensation patterns 


( 57) 
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between life and property-casualty in- 
surers are also quite limited. Available in- 
formation indicates that general officer 
salary levels are about equivalent, though 
the top executive officer in property com- 
panies usually fares somewhat better than 
his life insurance counterpart. The usual 
fringe benefits such as group insurance 
plans and pensions are very similar. Sur- 
prisingly, however, it was discovered that 
the property companies as a group had 
developed their plans at an earlier date. 

The most important differences be- 
tween life and property companies were 
found in the realm of incentive compen- 
sation plans. Three possible reasons have 
been suggested for this difference. First, 
some life insurance leaders have put the 
blame on the statutory restrictions which 
have existed in certain states as to the 
types of payments which can be made to 
officers of life companies. These laws, all 
of which resulted from the Armstrong 
Investigation, hardly seem responsible. 
Many of them have been modified or 
repealed, and others are very liberally 
interpreted by insurance commissioners. 
Where attempts have been made to do so, 
interested companies have had little or no 
trouble in convincing state legislators that 
the laws should repealed. 

Some of these statutes, originally in- 
tended to prohibit pensions at a time 
when post-retirement pay plans had not 
become socially acceptable, became so 
twisted by various amendments that in a 
few states any emolument paid to life 
insurance officers other than straight sal- 
ary could have been declared unlawful. 
As stated, most of these restrictions have 
been completely removed; the few that 
remain generally apply only to bonus and 
profit-sharing plans and have very little 
impact on the overall status of executive 
pay. The simple truth is that relatively 
few life insurance companies have had 
any desire to institute incentive pay plans 
for their officers. 


A second explanation for the relative 
lack of incentive compensation plans 
among life insurers has some merit. It 
is based on the differing structures of the 
life and property insurance industries. 
Property insurance is distinguished by a 
comparatively small number of very large 
stock companies and numerous small mu- 
tuals; this array is reversed in the life 
insurance business, where a small number 
of giant mutuals dominate. The survey 
clearly demonstrated that though there 
were few differences in the type of com- 
pensation used between large and small 
insurers in 1959, this was not always true. 
Invariably, new forms of compensation 
have been initially introduced by the 
large companies in the industry. Given 
this fact, together with the aforemen- 
tioned reluctance of some mutuals. to 
adopt certain incentive plans, a valid ex- 
planation exists for the lag of life insurers 
in this area. The large mutual life in- 
surers have not led the way. 

The third reason, however, is more 
fundamental; it is certainly the most im- 
portant. The tremendous competitive 
pressures in the property-casualty field 
since World War II have necessitated new 
procedures. The explosive growth of spe- 
cialty and direct-writing companies has 
shaken many older firms from their con- 
servatism. The entire marketing mecha- 
nism—the semi-sacred “American agency 
system”—has been seriously challenged. 
Furthermore, the many natural disasters 
in the decade of the 1950's, combined 
with the continued erosion of the rate 
base due to inflation and rate lags, has 
put somewhat of a premium on top flight 
management. 

The development of new policy con- 
tracts has proceeded at an unprecedented 
pace—homeowners polices and catas- 
trophe covers are two important examples. 
The interaction of these forces has created 
a demand for efficient leadership. Wrong 
decisions have been costly, and the re- 








Compensation of Executives in the Insurance Industry 59 


sults have not been long in coming. In 
brief, then, the atmosphere has been 
highly conducive to the effective use of 
bonus and other incentive plans. Similar 
factors have probably been a major reason 
for a number of mutual property insurers 
devising profit-sharing plans. No mutual 
life insurance company has yet attempted 
this technique. 

Another salient factor in the more rapid 
development of incentive plans in the 
property field is that the passage of Public 
Law 15 and subsequent multiple-line 
legislation in all states during the late 
1940’s and early 1950’s led to intense 
competition for executives to staff newly 
organized fire and casualty departments. 
There were just not enough highly capa- 
ble men to go around. Compensation 
plans had to be “sweetened” in order to 
attract and/or hold good men. The recent 
trend to all lines operation, in which 
scores of life insurance subsidiaries have 
been established by property insurance 
companies, may presage a similar “boom” 
in incentive compensation plans among 
life insurers. 


Inter-Industry Findings 


A number of problems exist which 
make any inter-industry comparisons of 
compensation tenuous at best. The pri- 
mary problem is the difficulty in choosing 
a reliable measure of equivalent size. One 
research organization, for example, when 
comparing financial institutions with 
manufacturers, uses number of employees 
as the standard of size for the former 
and sales as the measure for the latter. 
In the same study, however, when the 
finance category is subdivided, insurance 
companies are rated by premium volume, 
banks by deposits, and “other financial” 
institutions by total income. 

Another problem stems from the fact 
that similar titles in different companies 
and/or different industries connote en- 
tirely different responsibilities. Moreover, 


it is nearly impossible, in many cases, to 
compare positions of similar responsibil- 
ity. How does one equate the responsi- 
bility for investing funds for a life insur- 
ance company with the responsibility for 
choosing the production model for next 
year’s automobiles? 

A recent study compared the compen- 
sation of executives in six major indus- 
trial groups.? The data were primarily 
oriented toward manufacturing concerns, 
but they also included information for 
financial institutions, gas and electric util- 
ities, retail trade, rail and air transporta- 
tion, and mining. They dealt with the 
median salaries of the top three executives 
in 999 different concerns and provided a 
general discussion of the additional emol- 
uments which were offered in each in- 
dustry. The study began by stating that, 
“No attempt to compare the compensa- 
tion of top executives in a number of 
companies . . . is ever quite satisfactory.” 


Salaries 

In observing the median salary for top 
executives in 1959 as reported in the 
N.1.C.B. study, financial institutions are 
found to rank in the middle of the scale: 


Industry Median Salary 
Retail Trade $93,000 
Manufacturing 92,000 
Finance 75,000 
Rail & Air Transport 75,000 
Gas & Electric Utilities 68,000 
Mining 63,000 


It should be noted, however, that all of 
the companies studied, except for a num- 
ber of banks and insurance companies, 
were listed on the New York Stock Ex- 
change. This immediately suggests that 
only the largest companies in the non- 
finance industries were included. In the 
finance category, the figures were based 
on replies from only fifty-four of one 
hundred insurance companies and thirty- 

* Harland Fox, “Top Executive Compensa- 
tion,” Studies in Personnel Policy, No. 179, 


(New York: National Industrial Conference 
Board, 1960). 
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two of one hundred banks. The financial 
institutions studied were of all sizes, in- 
cluding several rather small businesses. 

A more valid inter-industry comparison 
would utilize the median salary for only 
the largest insurers. If the “largest” in- 
surers are arbitrarily classified as life com- 
panies with over one billion dollars in 
assets and property-casualty companies 
with over one hundred million dollars in 
premium volume, there are forty-eight 
companies involved. Salary figures were 
available for forty-three (89.5 per cent) 
of these largest insurance firms. The 
median salary for their top executives in 
1959 was $87,500. If this figure is used, 
it is clear that the gap between salaries 
in the insurance and manufacturing and 
retail trade industries is drastically re- 
duced. Given the important bearing of 
company size on executive compensation, 
it is quite probable that these large in- 
surers provide a more realistic comparison 
with the large non-financial institutions in 
the study. 

The relationship between the salaries 
of the top three officers was also con- 
sidered by the N.I.C.B. study: 


Second as_ Third as 


Industry % of Top % of Top 
Mining 81% 67% 
Retail Trade 79 69 
Manufacturing 73 59 
Gas & Electric 69 58 
Finance 67 54 
Rail & Air Trans. 59 50 


The large insurance companies in the 
current study closely matched the per- 
centages listed for the finance industry. 

It is clear that the top officers of firms 
in highly regulated industries tend to 
have substantially lower salaries than the 
leaders in other industries. This should 
be no source of surprise. It would cer- 
tainly be somewhat imprudent for these 
industries to invite censure by overpaying 
their executives. This is particulary true 
of insurers, since they have already ex- 


perienced the embarrassment of one such 
investigation. Despite this sound logical 
reason for moderation in insurance execu- 
tives’ compensation, it has been implied 
that lack of ability and dynamism is the 
real reason for low salary levels in the 
industry. While insurance leaders have 
often been criticized for a monumental 
lack of imagination, which may be a 
definite factor in the status of their com- 
pensation, statements such as the one re- 
ferred to above seem to overlook several 
more basic considerations. They also in- 
dicate an easy willingness to accept the 
none too certain statement that insurance 
executives are in fact poorly paid. 

Though it is clear that insurance execu- 
tives do not receive the highest salaries 
in the business community, the gap is not 
as wide as is generally believed when con- 
sideration is given to the size of the firms 
being compared. In addition, responsibil- 
ity and authority are frequently dispersed 
more widely in insurance firms. They, 
along with banks, have often been ac- 
cused of “giving a title instead of a raise.” 
While this accusation may have some 
validity, it is also true that nearly all of 
the men who do have a title earn sub- 
stantial, though not spectacular, salaries. 
For example, the seventeen largest life 
insurance companies in the country had 
nearly 1400 officers who earned in excess 
of $20,000 in 1959. These “all officer” 
figures, available from Schedule G of the 
annual statement filed by life insurance 
companies, are not available for firms in 
most other industries. If they were, how- 
ever, it is believed that the salaries of 
life imsurance company officers would 
look far more attractive than they do 
when only the top three officers are con- 
sidered.* 
~ 3 Cf. Ingolf H. E. Otto, “Capacity,” Journal of 
Insurance, Vol. XXVIII, No. 1 (1961), pp. 
62-65. 

* One very limited sample supports this state- 


ment. Average executive salaries for five of the 
nation’s largest railroads were obtained from 
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It is interesting to note that one private 
consulting firm which specializes in de- 
tailed and highly statistical analyses of 
the: executive compensation plans of its 
clients, based on a careful evaluation of 
job responsibilities, found one large in- 
surer to rate well above average for com- 
panies of its size. This finding was espe- 
cially interesting in light of the fact that 
this same insurance company ranked last 
among insurance companies in its size 
group in the magnitude of base salary for 
its top three officers. Its all-officer average 
was also low. 


Death and Health Benefits 


In the area of what could be classified 
as “normal fringe benefits,” insurance 
companies compare very favorably with 
all other industries. Benefits such as 
group life insurance, major medical insur- 
ance, and so on are provided almost as 
a matter of course. Insurance firms not 
only led the way chronologically in the 
development of these plans, but the bene- 
fits they provide are also quite liberal. 
Over 96 per cent of the 213 cooperating 
life and property insurers had group life 
insurance plans by 1960; over 85 per cent 
had major medical insurance plans. While 
a large percentage of manufacturing firms 
also provide these benefits, plans have not 
been adopted nearly so often among the 
smaller firms. 

In the area of death and health benefits, 
few formal plans for individuals, such as 
life insurance policies for key executives, 
are found among insurers. In nearly all 
cases the officers are covered under the 
same basic plan as all other employees. 





Moody’s Transportation Manual, 1960. The aver- 
age, $18,650, was even less than that for the 
smallest life insurers surveyed for this study. 
Thirty-seven of these small insurers (assets of 
less than $25,000,000) had average executive 
salaries of $16,550. The average for the seven- 
teen largest life companies was nearly double 
that ‘figure. 

’ :5 Interview with Mr. William Dall, Edward: N. 
Hay & Associates, Philadelphia, January, 1960. 


Liberal discretionary benefits are com- 
mon, however. 


Pensions 


Again, the insurance industry has un- 
questionably been the leader in providing 
these benefits to its executives and em- 
ployees. Whereas one study reports that 
over 70 per cent of the companies investi- 
gated had pension plans in 1958 as com- 
pared to 58 per cent in 1953, over 70 per 
cent of the insurance companies cooperat- 
ing in this study had plans by 1950: The 
year 1960 found 97 per cent of these 213 
insurers with a formal pension plan. 

The N.LC.B. study indicated that pen- 
sion benefits for officers of financial cor- 
porations were generally a larger percent- 
age of pre-retirement compensation than 
in other industries. The current survey 
showed this to be especially true of in- 
surance companies. Except in those few 
insurers which had a stipulated ‘maximum 
dollar benefit, insurance company pen- 
sions—particularly among large compa- 
nies—ran consistently in the area of 50 
per cent of final average salary. For manu- 
facturing companies the average was be- 
tween 24 and 29 per cent. In fact, the 
ratio of pension benefits to salary in three 
regulated industries (finance, transporta- 
tion, and utilities) was generally higher 
than in manufacturing concerns. No seri- 
ous differences seemed to exist in the area 
of pension extras such as disability bene- 
fits, early retirement, and vesting. 


Incentive Compensation 


Of all the various types of incentive 
compensation which are available, the 
executive bonus has been the most popu- 
lar. Particularly common among larger 
companies, the N.I.C.B. found that over 
50 per cent of the manufacturing and re- 
tail trade firms which it studied had a 
bonus plan in operation. On the other 
hand, this incentive had very little impact 
on compensation in the utility, finance, 
transportation, and mining industries. 
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The current study found only 11 per 
cent of the insurance companies in the 
sample with an incentive bonus plan. Less 
than 5 per cent of the life companies 
(none of the large ones) had such a plan, 
but about 20 per cent of the property 
companies did. 

It is notable that the businesses which 
make little use of bonuses have certain 
characteristics in common. They are all 
either governmentally regulated to some 
extent or they present executives with 
fewer potentially costly decisions. Often, 
as in insurance, the results of important 
decisions do not manifest themselves for 
some time. Few industries are subjected 
to as much regulation as insurance. Fur- 
thermore, managerial decision-making in 
insurance is (or has been) exercised with- 
in a somewhat narrower range than in 
some other industries. Insurance is based, 
essentially, on the law of large numbers. 
Though the “myth of actuarial infallibil- 
ity” is certainly not accepted, it is true 
that rates are generally based on reliable 
data. This is especially true in the life 
insurance field, where the credibility of 
mortality data is very high. Thus, the 
pricing problem is somewhat tempered in 
the industry. 

Historically, the problem of “product” 
or “quality control” has been less severe 
in the insurance industry because of 
standard policy laws and mono-line reg- 
ulations. Innovations of the last ten to 
fifteen years, however, belie the relative 
stability of the product in former years. 
The industry can also be characterized as 
one that is relatively “depression-proof.” 
Not only is the demand for many types 
of insurance fairly stable regardless of 
business conditions, but the income from 
investments (particularly in the life insur- 
ance field) is insulated against sudden 
change. 

Finally, the results of executive deci- 
sions are often long-delayed. This, again, 
is especially true in the life insurance 


industry, where many contracts extend 
over half a century. All of these factors 
combine to make incentive plans appear 
to be less appropriate for insurance execu- 
tives than for the leaders in other indus- 
tries. Recent mitigating factors in prop- 
erty insurance companies have already 
been mentioned. 

Another widely used incentive is the 
profit-sharing plan. This is a benefit which 
is commonly applied to all employes. It 
has been particularly popular since World 
War II. Again, the incidence of the tech- 
nique varies widely by industry, ranging 
from near non-existence in transportation 
and utilities to about 26 per cent of the 
finance companies. Even within the: fi- 
nance group wide variations exist. ‘The 
N.LC.B. reported profit-sharing agree- 
ments in 62 per cent of the banks. and 
only 7 per cent of the insurers it studied. 
The current study found 12 per cent of 
the cooperating insurance companies to 
have a plan, with the frequency about 
three times as great among property 
companies. 

The profit-sharing technique was de- 
signed for and works best with those em- 
ployees who can actually affect profits. Un- 
less both management and the employee 
involved can in some degree relate the 
individual’s efforts to the company’s oper- 
ating results, the profit-sharing approach 
is not an appropriate technique. This 
provides a ready explanation for the near- 
ly complete absence of profit-sharing plans 
among life insurers. The preponderant 
weight of “old” (renewal) business in all 
but a few very young life companies 
makes it virtually impossible to measure 
the current effect of any individual’s ef- 
forts on a given year’s profits. The pre- 
viously mentioned reluctance of certain 
mutuals to utilize profit-sharing plans is 
also a factor. 

Stock options have been a particularly 
popular incentive in recent years. Orig- 
inally popular in the 1920's, most. plans 





























died with the coming of the depression. 
They have become increasingly popular 
since 1945, especially since Congress 
created the restricted stock option in 1950. 
Though widely attacked by tax reformers, 
stockholders, and others, stock option 
plans continue to grow. They offer estate 
building possibilities and important tax 
advantages to employees. They also tend 
to “tie” executives to their company and 
give them a proprietary interest in the 
firm’s success. 

Once again, the N.I.C.B. study showed 
a wide range between industries, from 74 
per cent in retail trade to 11 per cent in 
financial institutions. The latter was fur- 
ther subdivided into percentages of 9, 6, 
and 46 for insurance companies, banks, 
and “other financial” institutions respec- 
tively. Unfortunately, the N.I.C.B., like 
some other organizations which have pub- 
lished similar studies, failed to differenti- 
ate between stock and mutual insurers as 
well as between life and property com- 
panies. Clearly, this figure, which pur- 
ports to present a picture of the use of 
stock options by insurance companies, dis- 
torts the facts. It fails to take note of the 
peculiarity of the mutual form of corpo- 
rate structure which is so important in the 
industry. Mutuals can not offer stock 
options. 

To illustrate, 20.5 per cent of the 122 
stock insurers in the current study had 
stock options. Taking note of the fact 
that these plans are most popular among 
large firms in other industries, it can be 
shown that 30 per cent of the largest 
insurers had this incentive. Eliminating 
the three large stock life companies, over 
35 per cent of the large stock property- 
casualty companies offered stock options. 
Though this still indicated a lower utiliza- 
tion of this technique among insurers than 
in some other industries, the gap was not 
so wide. Recent trends, spurred by the 
enactment of certain enabling legislation 
in the key state of New York, indicate that 
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the gap will be further reduced in the 
near future. 

The final incentive which was consid- 
ered, the individual deferred compensa- 
tion contract, was also less used among 
insurers. This was somewhat of a surprise, 
since many life insurers have been actively 
engaged in the sale of insurance for the 
funding of these arrangements. One ex- 
planation is that these individual incen- 
tives are a relatively recent innovation. 
Reports indicated that several plans have 
been initiated for insurance executives 
within the last five years and many others 
are planned for the near future. 


Executive Extras 


Executive extras could also be termed 
non-cash incentives. They take in a wide 
range of benefits, and most were fairly 
standard between industries. A notable 
exception was the provision of company 
cars for executives. Nearly two-thirds of 
of the large non-insurance companies pro- 
vided such a convenience, often with a 
chauffeur. A sizeable number also allowed 
the car to be used for personal matters. 
Only about 20 per cent of the insurance 
companies studied provided a car. Insur- 
ance executives profited more frequently 
from benefits such as free annual physical 
examinations. Free trade and professional 
association memberships, extra vacation 
allowances, free legal advice, and other 
similar benefits are becoming more com- 
mon throughout the business world. 


Summary 


A close comparison of the total com- 
pensation of insurance executives with 
that received by the leaders of other in- 
dustries casts considerable doubt on the 
often repeated charge that insurance com- 
pany executives are poorly compensated. 
While it is not possible to place them at 
the top of the ladder of executive com- 
pensation, recognition of the differences 
in company size, corporate structure, deci- 
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sion-making responsibility, and degree of 
regulation tend to mitigate the fact that 
insurance executives receive something 
less than the top dollar. 

With reference to salary only, insurance 
executives fare better than is generally be- 
lieved. The overall level of executive sala- 
ries is quite high, despite the fact that 
no individual enjoys a “headline” figure 
such as is often found in certain steel and 
automobile companies. Furthermore, be- 
cause. they want to present a responsible 
front to the public, few insurance leaders 
are interested in changing this situation; 
undoubtedly, however, they would be in 
favor of advertising the fact that salaries 
are at acceptable levels so that vigorous 
and able young men will be attracted to 
the industry. Too many people are prone 
to infer from the acknowledged low rates 
of pay for clerical help in the insurance 
industry that the pay of executives in the 
business follows the same pattern. 

When it is recognized that the net dif- 
ference in income after taxes between a 
married executive earning $100,000 per 
year and one with a salary of $400,000 is 
only $40,000, another sound argument 
against very high salaries is introduced. 

The favorable margin enjoyed by in- 
surance executives in the areas of normal 


fringe benefits and pensions largely off- 
sets any small deficiency in straight salary. 
These benefits are especially important, 
because at executive pay levels the tax 
free status of many group benefits and the 
delayed-tax status of pension benefits are 
of paramount importance. 

The nature of the insurance business is 
such that several common incentive pay- 
ment plans cannot be effectively utilized. 
Where recent changes have altered this 
situation, certain programs have been 
initiated—notably the bonus and profit- 
sharing plans in property insurance com- 
panies. It has also been demonstrated 
that stock option plans are quite common 
among stock insurance companies. 

Finally, insurance executives frequently 
enjoy a large “psychic” income. Despite 
cynics who scoff that “loads of prestige 
plus ten cents will still buy a cup of cof- 
fee,” this is an important factor to many 
men. The social standing, regular hours, 
and job security which are regularly ac- 
corded to insurance executives weigh 
heavily in their evaluation of their total 
compensation. The final test, it seems, is 
that little or no evidence has been found 
which indicates any particular pressure 
from these men for greater compensation. 














A LOOK AT THE FUTURE LIFE AGENCY FORCE 


ARMAND C, STALNAKER 


Life insurance marketing is being sub- 
jected to many cross currents and it is not 
easy to determine the direction in which 
it is moving. Is life insurance selling be- 
coming more a brokerage business, more 
professional, a college occupation, more 
systematic, or what? It may be useful to 
examine some of these influences and to 
speculate as to which are likely to have 
the greatest effect. It may also be helpful 
to examine some of the things that might 
be done to make life insurance selling 
more satisfying as a vocation and more 
effective as a marketing system. 


Agency Problems 


Specialist or General Practitioner 


There is no clearly established trend 
for full time agents to displace or be dis- 
placed by brokers. Brokers and part time 
agents have not changed their relative 
sales positions very much in the past 
decade despite all of the conversation on 
this subject. Some had expected that the 
full time agent would take over the mar- 
ket and that the amateur would be unable 
to compete with the life insurance spe- 
cialist. On the other hand, most of the 
discussion heard recently about the public 
demand for one-stop service by brokers 
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of the Ordinary Agencies Department prior to 
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selling all lines of insurance has not come 
from the public but has emanated from 
those who have a stake in making this the 
trend of the future. Those members of 
the public who have been effectively sold 
by all lines brokers apparently favor that 
arrangement and those who have been 
well-programmed by a good life insur- 
ance man appear to be impressed by and 
appreciative of that kind of service. It 
would seem that the life insurance 
specialist is becoming constantly more 
specialized in his technology, while the 
general practitioner is becoming ever 
broader in his services. The life insurance 
specialist talks more of complex program- 
ming, tax insurance, business life insur- 
ance and estate planning, while the gen- 
eral practitioner adds to his portfolio all 
kinds of insurance as well as mutual 
funds, miscellaneous investments, and, fre- 
quently, real estate. It may be that the 
division of the market between them is 
relatively stable. If either system displaces 
the other, it will probably be because that 
system is more aggressively promoted and 
more efficiently organized and operated 
rather than as a result of any inherent 
basic advantages or superior natural ap- 
peal of the system. 


Population Trends 

In life insurance agencies, continuing 
high turnover and scarcity of recruits 
have created a manpower crisis, but by 
the time the situation is fully recognized, 
the circumstances will probably have 
changed. Life insurance agencies have 
traditionally recruited and had their best 
success with men aged 25 to 35. Agency 
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executives apparently are beginning to 
realize the situation forecast by popula- 
tion experts some time ago, and there is 
now frequent reference to the trend to- 
ward relatively fewer men in this sought- 
after age group, while the rest of the 
population at the younger and older ages 
is growing rapidly. Of course, this has 
now already happened and the trend is 
often referred to as if it were a permanent 
change in the nature of the population. 
By the time agency organizations have 
adjusted to this phenomenon by whatever 
means may be adopted, the younger mar- 
gin of this age group will begin to grow 
again in absolute and relative size. Agency 
recruiters are in for a few years of difficult 
going, but the headache will be of much 
shorter duration than most of them have 
looked ahead to realize. 


Turnover 


The more serious problem is the high 
turnover rate of men who attempt to be- 
come life insurance agents. The life insur- 
ance industry has probably spent more 
money on selection research done by 
psychologists of great competence than 
has been focused on any other occupation. 
Training efforts, schools, programs and 
courses for the development of insurance 
salesmen have, with all their shortcom- 
ings, been most impressive, and probably 
no other distribution occupation has been 
the subject of so much expert training. 
Supervisory time spent with insurance 
agent misfits has been great and conse- 
quently costly. Despite all these efforts, 
the turnover rate continues at such a level 
that the normal expectation is that a typ- 
ical recruit entering this field will be out 
of the business within a year or two, and 
less than one in ten will make a lifetime 
career of life insurance selling. 


It has been observed that life insurance 
sales recruits are increasingly college 


graduates. The point has now been 
reached where more than half of the men 
entering life insurance sales work are 
college graduates and half of the others 
have had some college training. This 
does not prove any particular conviction 
or leadership by the life insurance indus- 
try but mostly reflects the fact that enroll- 
ment in institutions of higher learning has 
been growing at a rate double that of the 
population growth. The kinds of men who 
have been attractive to the life insurance 
business are now obtaining a college edu- 
cation. 

What do we know for sure about the 
college graduate in insurance selling? 
Various research studies and biographical 
data validation analyses give higher 
weighting in selection tools for college 
graduates than for those with less educa- 
tion. College graduates have shown some- 
what better performance on the average 
than others, but the single fact of educa- 
tional level has not shown itself to be of 
practical significance in selection when 
considered alone. The industry probably 
will be hiring more college graduates, not 
necessarily because college makes men 
better insurance salesmen, but because 
the men who are potentially better insur- 
ance salesmen will have gone to college. 


Multiple Line of Operations 

The entry of fire and casualty compa- 
nies into the life insurance business has 
excited a great deal of attention. Almost 
certainly, the way will be opened for life 
insurance companies to add other lines of 
insurance. The big problems of these life, 
fire and casualty combinations will be 
more related to training and agent capac- 
ity than to legal or actuarial considera- 
tions. 

Can an average agent reasonably en- 
compass the variety of principles and 
details about several branches of insur- 
ance to be able to serve competently all 
of the insurance needs of his client? Can 
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training and education techniques be 
developed which will effectively teach all 
of the needed skills and information? Can 
agents be motivated to present with equal 
effectiveness all branches of insurance, 
depending on the needs of the client, 
without being swayed toward the favorite 
field of the agent? The experiences of the 
companies now in multiple line operations 
would suggest that these questions are far 
from. satisfactorily answered. Ultimately, 
the decision as to the single or multiple 
line marketing system rests not with the 
organization of the companies but with 
the organization of the sales presentations 
of the agents. 

It may be that new techniques and 
methods. and motivations can be found 
which will solve this problem, but they 
remain yet to be developed. One possibil- 
ity is the use of general contact salesmen 
who primarily develop prospects, arrange 
interviews, and diagnose needs, then call 
upon specialists in the agency office who 
would have the expert technical knowl- 
edge necessary to handle effectively each 
branch of insurance. The agency office 
might have a specialist for each branch. 
Of course, this would significantly change 
the role of the salesman in the marketing 
system. Parallels can be drawn between 
this and existing practices in group insur- 
ance and other large purchases. Perhaps 
a system could be developed which could 
efficiently offer this specialized handling 
of average individual buyers. 


Knowledge Development 


It appears certain that life insurance 
agents are going to be exposed to a lot 
of more concentrated, high-knowledge- 
level training. Much is heard of the days 
when about all the new agent got was 
a rate book and a pat on the back. It 
should not be forgotten that the rate book 
he got contained only a few policy forms, 
one branch of business and few under- 
writing rules. When the simplicity of the 


business in those days is compared to the 
present, a rate book and a pat on the back 
was about what the agent should have 
received, provided the pat on the back 
was frequent and vigorous. 

For many years in the last century, the 
Prudential sales process consisted essen- 
tially of two simple questions. First, “Are 
you insured?” and second, “Why not 
insure your life with Prudential?” Not 
very advanced training was required for 
this kind of sales activity. 

Knowledge development in the life in- 
surance business probably has been in- 
creased not so much because salesmen 
are now better equipped in relation to 
the job to be done, but because the job 
and the knowledge required have gotten 
more complex. 

In the field of knowledge development 
for life insurance selling, increasing use 
will be made of new teaching techniques 
such as visual materials and programmed 
tutoring methods. Experiments are al- 
ready under way to evaluate the effec- 
tiveness of various new teaching methods 
for training insurance salesmen. Among 
these are the use of scrambled page text- 
books or teaching machines and other 
gadgets which permit the student to move 
to each step in the learning process only 
after he has mastered the preceding one. 


Skill Development 


The real training challenge in selling, 
and especially insurance selling, is in the 
skill development area. By borrowing 
from the methods of educational institu- 
tions, insurance companies have become 
reasonably good at the job of the educa- 
tional development of their salesmen. 

Sales-skill training is another matter. 
No one knows what the future promises, 
but agents certainly will be better trained 
by new and strange methods which must 
be found to teach the skills part of the job. 
The industry, and indeed the whole mar- 
keting field, is still at a fairly primitive 
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level as to knowing what training to give 
and how to give it in teaching the needed 
sales skills. Significant changes in this 
area can be expected to follow from a 
willingness to experiment and do research 
on sales-skill training. This could make a 
real difference in the nature of insurance 
sales organizations and the insurance 
marketing system. Some of the methods 
which have begun to show some promise 
include filmed interviews in which the 
sales trainee participates by verbally re- 
sponding to a prospect who talks from the 
film, role-playing techniques, coaching 
methods used in dramatics and other 
ways of conditioning salesmen. 


Professional Status 


The professional label for the life insur- 
ance man has beer a mixed blessing. 
When the new agent has thought he 
could attain this status immediately, he 
has been badly mistaken and often dis- 
couraged by his rebuffs. Few agents have 
been willing to undertake years of ap- 
prenticeship (the counterpart of medical 
internship) to qualify for professional 
status. Professionalism in life insurance 
or anywhere else has to be learned over 
an extended period of time by conscienti- 
ous devotion to the career to be mastered. 
Too often, sales management in the life 
insurance business has been inclined to 
describe insurance selling as a shortcut to 
a professional position in the community, 
dealing with clients in the same kind of 
relationship as that possessed by the 
doctor, lawyer or public accountant. This 
has detracted rather than added to the 
stature of this important work in our 
society. For many new agents it has 
created discouragement and disillusion- 
ment. 

It seems reasonable to believe that no 
insurance marketing system should be 
predicated upon an assumption that all 
the practitioners in the field will be pro- 
fessionals. As a matter of fact, it would 


séem to be a great waste of manpower if 
highly skilled professional men were to be 
used for much of the work that has to be 
done in distributing life insurance. What 
is needed is to make the job of selling this 
product so simple that people of ordinary 
capacities can do most of the tasks in- 
volved. 


A New Look At the Agent 


The major breakthrough in life insur- 
ance selling may come by re-engineering 
the agent’s job. This basic concept is on 
the minds of many people in the life in- 
surance industry. In the face of recruiting 
and turnover problems, despite selection, 
training and supervision of agents, it is 
apparent that the time has come when it 
is necessary to reconsider the agent’s job 
as that job is presently structured. Many 
of the problems faced by the agent seem 
to be the result of the rather loose struc- 
ture of his job. A heavy burden of self- 
organization is placed on the individual 
agent. So much so, in fact, that only a 
minority of agents are capable of the kind 
of self-organization it takes to make the 
most effective use of their time. The area 
of prospecting is a major problem in the 
present job structure. Many agents attest 
that prospecting is the most difficult part 
of their work. Again, the individuals who 
can do a really effective prospecting job 
appear to be in the minority. 

Not only are prospects difficult to find, 
but in his activity the individual agent is 
exposed to rejections that are harmful to 
his morale. The agent is subjected to re- 
buffs at the hands of a public which in 
many cases is less than favorably disposed 
towards him. There is good evidence that 
the reaction of a substantial proportion 
of. agents to this situation is simply with- 
drawal, which takes the form of what is 
sometimes termed “call reluctance,” and, 
ultimately, results in termination. 

It is a curious contradiction that the 
life insurance companies generally are re- 
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garded as respected financial and service 
institutions while their individual sales 
representatives are so often held in low 
esteem. This suggests the possibility of 
somehow finding ways to substitute the 
prestige of the company for the personal- 
ity of the individual agent. It is the agent, 
personally, and so very alone, who suffers 
the psychological rejection that can make 
his job miserable. If he could be placed 
before the prospect as a delegated rep- 
resentative of his company, doing its spe- 
cific bidding, the psychological climate 
might be significantly altered. 

The need to consider changes in the 
structure of the agent’s job also stimulates 
consideration of changes in the system of 
marketing Ordinary insurance. Obviously, 
job structure and the marketing system go 
hand in hand. The present marketing 
system tends to make the job of the life 
insurance agent a difficult one. It places 
the major burden of prospecting on the 
individual agent. Thus, the system’s suc- 
cess depends to a large extent on the 
agent’s individual contacts and his ability 
to organize himself to develop those con- 
tacts. For most agents, this is a difficult 
task. Also, it is questionable whether the 
present system provides the most efficient 
coverage of the Ordinary market. In fact, 
the system has the characteristics of a hit 
or miss game of chance. Surveys of the 
public. indicate over and over again that 
some people are being subjected to exces- 
sive solicitation by life insurance agents 
while others who are equally good pros- 
pects, are rarely approached. 

One who thinks about the life insur- 
ance agency marketing system, may be 
reminded of the state mental hospital 
which got its large fenced in lawn mowed 
by sending out a group of active patients 
and scattering around a dozen lawn mow- 
ers. Some of the patients would feel like 
grabbing a mower and pushing it in vari- 
ous directions. In the course of the day 
some places on the lawn were mowed 


over a hundred times, but here and there 
were spots which were missed _ entirely. 
A lot of grass was cut but the system was 
certainly not very efficient. 

Many manufacturing products were 
once sold in a similar haphazard fashion 
by peddlers and traders who left the 
factory and went off in various directions. 
In most of these industries, systematic 
and highly organized market coverage 
methods now assure uniform penetration 
of the market. In the life insurance indus- 
try there seems to be a need to develop 
a system that will cover the market both 
extensively and intensively and in an 
organized way. Already the debit system 
and group insurance home office sales 
forces have introduced systematic meth- 
ods, but the marketing of Ordinary life 
insurance is still largely a matter of 
chance. 


A Marketing Team 


It might be desirable to make some 
basic changes in the job structure of the 
duties now being performed by the agent. 
These functions might be divided among 
a marketing team, with definite functions 
assigned to each member of the team. All 
members of the team should share the 
team goal of marketing insurance. This 
concept is important from the standpoint 
of inter-personal relations among the 
members as well as from the standpoint 
of divison of labor. ; 

Such a marketing team might be com- 
posed of a Team or Unit Manager who 
would direct the activities of the team, 
Field Representatives to perform the sales 
and service functions with prospects and 
clients, Marketing Assistants working in 
the office operating the prospecting sys- 
tem and arranging interviews with pros- 
pects for Field Representatives, and 
Clerks to assist in the clerical functions of 
the marketing team. 

There could be a standardized ap- 
proach to identifying and developing the 
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market. This would include identification 
of the market in the community by the 
Marketing Assistant, through systematic 
use of various sources, for example, pres- 
ent policyholders, referred leads, pur- 
chased lists, directories and telephone 
books, newspapers and trade papers, etc. 
This activity would result in the building 
up of a cumulative file on people in a 
defined market area who meet standards 
which indicate they may be considered 
prospects. The system should bring up 
each prospect periodically for reconsider- 
ation. 

The market could be developed on a 
planned, systematic basis. The direct mail 
letter might be the consistent first means 
of approach. By this letter, the Company 
rather than an individual agent would 
approach the prospect. The letter could 
be adjusted to fit the particular circum- 
stances of the prospect. It would convey 
the idea that the Company desires to earn 
the business confidence of the prospect, 
not to exploit a personal friendship. It 
could be made known that the Field Rep- 
resentatives of this Company work only 
by appointment made by the Company 
organization. These suitable letters would 
be sent by the Marketing Assistant and 
Clerk from the office. Enough such letters 
would be mailed each week, rotating 
through the market file to assure an ade- 
quate number of interviews for each Field 
Representative on the team. 

A follow-up telephone call would then 
be made by the Marketing Assistant to 
each prospect to whom the letter was 
sent. The purpose of the telephone call 
would be to make an appointment for a 
Field Representative of the Company. 
The Marketing Assistant would be trained 
in the use of the best telephone tech- 
niques. 

Sales interviews with prospects and 
clients would be conducted by the Field 
Representatives. These interviews would 
be held according to the schedule ar- 


ranged by the Marketing Assistant as a 
result of the letters and telephone calls. 
In addition to the sales presentation, the 
Field Representatives would ask for re- 
ferred leads for the Company, not as a 
personal favor but as a routine part of 
their interviews, and these referred leads 
would go into the permanent market file. 
The system would be designed to make 
the maximum use of the Field Represent- 
ative’s time in productive selling activity. 

The compensation would be designed 
in such a way as to provide a team incen- 
tive, with the compensation of each mem- 
ber of the team fluctuating to reflect the 
success of the team as a whole and also 
to reflect differences in individual per- 
formance among the members of the team 
and differences in the value of the contri- 
bution made by different team members. 

Definite channels of promotion would 
be available within the team. The training 
of the Marketing Assistant would be 
pointed toward improving his present per- 
formance and preparing him for the posi- 
tion of Field Representative. His selec- 
tion for promotion to that position would 
depend upon his ability to meet certain 
qualifying standards after a suitable peri- 
od of experience as a Marketing Assistant. 
Similarly, the Field Representative’s train- 
ing would be directed toward improving 
his insurance competence and also pre- 
paring him for Team Manager responsi- 
bilities. 

This selling operation is a broad ap- 
proach to a new method of marketing 
Ordinary insurance. The individual com- 
ponents of the marketing methods are cer- 
tainly not new. They have all been used 
and are being used. The uniqueness of 
the method is the combining of known 
techniques into a highly organized system. 
In effect, this organized system will place 
in operation the best aspects of different 
marketing techniques. The system obvi- 
ously means a re-engineering of the 
agent’s job. It provides for greater special- 
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ization—greater division of labor among 
the members of the marketing team. 

The basic intention of the insurance 
marketing team is to revise fundamental 
attitudes, not just mechanics. The cus- 
tomer should be made to feel that he is 
dealing directly with the Company and 
not with an independent agent. The Field 
Representatives and others in the team 
should come to regard the sales situation 
as any responsible official of the Com- 
pany would view it, with a genuine and 
enthusiastic desire to make sales, coupled 
with proper concern for the reputation 
and service of the organization. 

It could be that an organized approach 
of this kind would provide something new 
enough and effective enough to make a 
significant difference in the marketing of 
Ordinary life insurance and to solve some 
of the problems which appear to be inher- 
ent in the present system. The sales activ- 
ity under such a system should consist of 
jobs which men of normal ability can per- 
form successfully. It appears to be essen- 
tial to find a way to break insurance 
selling down into pieces that can be 
learned and done successfully by a rea- 
sonable proportion of the men who at- 
tempt it. 

Any efficient marketing organization 
must provide for systematic market cover- 
age. The insurance marketing system as 
it exists today is too haphazard and full of 
duplication ever to be truly efficient. In 
some manner a sort of Ordinary debit or 
organized activity is necessary to enable 
men generally to be effective in this busi- 
ness. Service calls on existing policy- 
holders are an important part of any such 
system. Most agents are now sent out 
scrounging for business, with the almost 
inevitable high resulting rate of failures. 


An adequate life insurance selling sys- 
tem will provide for assured continuous 
customer relations. Research indicates 
that the impression of being programmed 
on the part of household heads is highly 
related to favorable attitudes toward 
agents. Greater control of what sales rep- 
resentatives do and more programming of 
propects will improve these relationships. 
The increased educational level of the 
general public may also help because 
favorable attitudes toward agents increase 
with educational level, as revealed in the 
report of the Life Insurance Agency 
Management Association on Life Insur- 
ance in Focus. In addition, a better mar- 
keting system that would average out the 
number of agent contacts per person will 
help because the frequency of contacts 
contributes to a poor image of the life 
insurance agent. 

To re-emphasize another essential in- 
gredient, the high prestige of insurance 
companies should be used to counteract 
the psychological rejection of insurance 
agents. It would seem to be theoretically 
possible to redesign the job into a process 
that will utilize the good reputations of 
the companies, efficiently cultivate the 
market, and assign each person involved 
a task he can reasonably expect to ac- 
complish. Experimentation with this con- 
cept is certain to come. 

This look at the future of our agency 
force is more in the nature of speculation 
than prediction. It has attempted to men- 
tion some of the new developments that 
are taking place or are on the horizon, in 
an effort to stimulate more basic thinking 
and more experimentation to improve the 
marketing of one of the greatest products 
ever designed to serve mankind. 

















RECRUITING PRACTICES AND ATTITUDES IN 
SELECTED INSURANCE COMPANIES 


ALTON C. JOHNSON AND RocER T. REINEMANN 


The key to the continued success of 
every insurance company can invariably 
be found in the employees of that com- 
pany. There are many aspects involved 
in the effective management of personnel. 
However, no personnel program can con- 
tinue to be effective unless qualified can- 
didates for employment are recruited. Re- 
cruitment programs are indeed becoming 
increasingly significant in our society 
when greater demands are being made by 
companies for professional and technical 
employees. The purpose of the study re- 
ported here was to examine the recruiting 
practices and attitudes in selected insur- 
ance companies. 

In order to secure information as to 
present practices and attitudes on recruit- 
ing and related subjects, interviews were 
held with agency managers and staff per- 
sonnel from 21 different insurance com- 
panies having agencies, regional offices, or 
home office in a Midwestern state. Fifteen 
of. these companies sold primarily life 
insurance. These companies were selected 
and arranged on the basis of size, five 
companies in each of the large, medium 
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and small categories. Six other companies 
selling a multiple line of insurance (life, 
health, automobile, etc.) were included. 
These varied in size from among the 
largest in the industry to small, regionally 
operated companies. 

The interview method of obtaining in- 
formation was used for several reasons. 
Although time consuming and requiring 
interpretations, the interview was thought 
to be of value in probing deeper into 
questionable areas. It was also believed 
that more complete data could be ob- 
tained by using this method. The inter- 
viewees were encouraged to express prob- 
lems and solutions as well as their general 
attitudes on all subjects covered. The re- 
quested information was freely given by 
all interviewees. Each interview required 
between one and two hours. The results 
of the interviews will be presented in 
order of subject areas covered. 


Recruitment Policy 

In response to the question, “Does your 
company have an established, written re- 
cruitment policy which is communicated 
to agency management personnel?”, rep- 
resentatives of fourteen of the twenty- 
one respondent companies replied in the 
affirmative. In all negative cases, recruit- 
ment policy and procedure were left to 
the discretion of the agency manager 
where, in most cases, adaptation was made 
to the local situation. There was no pat- 
tern of companies with or without recruit- 
ment policies. Of the seven “No” answers, 
two were multiple line companies, two 
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were large life companies, one a medium 
sized life company, and two were small 
life insurance companies. 

Companies replying in the affirmative 
to this question were asked the content 
of the company recruiting policy. Table 1 
shows the number of times a factor was 
included in the fourteen replies. It should 
be noted that this was an open-ended 
question which possibly resulted in some 
omissions. Attention is directed to the 
significance attached to age, marital 
status, and wife’s reaction and the lack of 
significance to whether or not the recruit 
would fit into the agency. 


TABLE 1 


FREQUENCY OF Factors INCLUDED IN 
RECRUITMENT POLICIES 








Frequency of 
Factor Inclusion 
Meas tue. Boos. Se. 8 13 
Marital ESS aoe er 13 
Wife Favorable to Job............ 13 
Aptitude Test Requirement....... 12 
Prior Sales Experience............ 11 
Educational Attainment.......... 11 
Financially Sound................ 10 
ee ye 10 
Evidence of Stability. ............ 9 
Presently Dissatisfied............. 9 
Prior Success Pattern............. 9 
Locally known and active......... 6 
TRIES SS Rae eo 6 
eas a ws 6 
Life Insurance in Force. ......... 6 
Personal Background............. 4 
SS ee 3 





Recruitment Sources 


Interviewees were asked to list, in order 
of recruits obtained, the sources used in 
recruiting agents. The number of sources 
listed was not limited to one, so that the 
total possible sources utilized ranged from 
one to four. The sources utilized and 
their order of use are presented in Table 
2. The significance of the data in this 
table lies in the almost exclusive rating of 
General or Special Agent Contacts, and 
some Centers of Influence (Items 2 and 3) 
as the primary sources. For eleven of the 
twenty-one companies, only these first 


TABLE 2 


Sources OF RECRUITS AND THE ORDER OF 
UTILIZATION IN TWENTY-ONE COMPANIES 





Order of Utilization 
Source 1 2 8 4 





— 


. General or Special 

Agent Contact... .. 18 
. CentersofInfluence... 1 
. Policyholder Sug- 

"Eye 0 

. Advertising......... 0 
. College Recruitment.. 0 
‘%. ~ Geena 


* Policyholder suggestion, although a center of 
influence, is listed separately because it was fre- 
quently mentioned in addition to centers of in- 
fluence, or apart from the latter classification. 
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two possibilities were mentioned. Those 
companies listing the third and fourth 
sources indicated very limited usage. 

There was a tendency among the small 
life companies and the multiple line com- 
panies to list the third and fourth sources 
(Policyholder Suggestions and Adver- 
tising), and for the small life companies 
to suggest more frequent use of these 
sources. The two companies indicating 
college recruiting as a second choice 
were large life companies which obtained 
only one or two recruits per year. The 
“Other” sources mentioned were a first 
source of “agents from other companies” 
and two fourth sources of direct mail to 
teachers and people in other occupations 
of “limited opportunity.” 

The voluntary listing of “agents from 
other companies” deserves comment. 
While it was not determined how many 
general and special agent contacts would 
fall into this category, it was suggested 
that a large number of recruits are agents 
changing jobs. There are two points to be 
considered here. The first is that these 
recruits do not add successful agents to 
the industry as a whole, but rather the 
exchange tends to solve temporarily one 
companys manpower problem as _ it 
creates a manpower problem for another. 
Second, where this change of companies 
occurs on the initiative of the agent in an 
effort to better himself or for other per- 
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sonal reasons, there is no question. How- 
ever if the change occurs as a result of 
luring away or conscious solicitation by 
another company, the procedure involves 
a question of business ethics. This method 
of recruiting is, in other industries, called 
“pirating.” Fortunately, the great majority 
of companies and professional organiza- 
tions decry the use of such tactics. 

Of most significance is the ranking of 
college recruiting as a source of agents. 
Not only is this source ranked number 
five but its order of utilization is primarily 
third and fourth. Two explanations are 
possible. First, the companies did not 
desire college graduates, a conclusion 
which does not appear appropriate. 
Second, the companies were not success- 
ful in recruiting college people. This last 
explanation would appear to be more 
acceptable. 


Types of Recruits Desired 


Each interviewee was asked if he had 
a preference for recruits at a specific 
educational level. Of the twenty-one 
companies, fourteen stated a definite pref- 
erence for college graduates, and the 
balance preferred high school graduates 
or people with some college education. Of 
the seven not stating a definite preference 
for college people, six were either multiple 
line companies or small life companies 
which had a rural or rural non-farm mar- 
ket where it was felt that a college edu- 
cation was not necessary or could even be 
a deterrent to success. 

The percentage of college graduates in 
the agency force was estimated in each 
company (in several cases exact figures 
were given) to be between 30 and 60 per 
cent. While these estimated figures can- 
not be validated, they do suggest an in- 
crease from the 1947 estimated figure of 
29 per cent of agents who were college 
graduates.’ It is difficult to reconcile the 

1 Life Insurance Agency Management Associa- 


tion, Getting Our Share of the Annual College 
Crop. (A Report, January, 1949). 


desire for college graduates and the num- 
ber of college graduates in the companies 
with the ranking given to college recruit- 
ing in Table 2. It would not be difficult to 
come to the conclusion that the college 
graduate must seek out the insurance 
company for employment. This conclu- 
sion, however, is hardly acceptable in 
view of the manpower shortage suggested 
by all interviewees. Therefore, one is al- 
most forced to conclude that if the insur- 
ance companies desire more college grad- 
uates, increased attention will have to be 
directed toward this source. 

Fifteen companies, when asked the 
preferred age of recruits, placed a lower 
limit of 25 years of age. Upper age limits 
varied between 30 and 50. Two compa- 
nies placed the lower limit at 28 and 30, 
whereas four companies suggested age 21. 
At least four of the interviewees stated 
that the present trend was toward recruit- 
ing younger agents (between 21 and 25 
years of age). 

The testing of recruits was found to be 
a common practice among those inter- 
viewed. All used one or more tests of 
aptitude, personality or intelligence. The 
most commonly used test was The Life 
Insurance Agency Management Associa- 
tion Insurance Aptitude Test. Ten com- 
panies administered various personality 
tests, and five used intelligence tests. 
Among other tests utilized were the Won- 
derlic Tests, Kuder Preference Record, 
American Vector Analysis, relationship 
and analogy tests, and company-developed 
psychological tests. More companies con- 
sidered the tests used to be reliable and 
valuable, but allowed agency managers 
to deviate from test results in their deci- 
sions, at their own discretion. Four inter- 
viewees indicated less use being made of 
tests and less emphasis placed on the re- 
sults because they felt such tests were 
losing their validity. One large company 
in addition to using aptitude, personality 
and intelligence tests, employed a psychol- 
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ogist to hold interviews with approxi- 
mately 50 per cent of its new people and 
indicated successful results from this 
procedure. 
Factors Emphasized in Recruiting 

The interviewees were asked to enu- 
merate the factors or selling points em- 
phasized when recruiting new agents. 
Table 3 shows the frequency of empha- 
sis of various factors. When evaluating 
the results of this question, one should 
keep in mind that it was open-ended, 
which may have resulted in the omission 
of some factors. However, these are fac- 
tors which should be well known to 
agency managers and therefore easily 
recalled. Attention is directed to the em- 
phasis placed upon Compensation as 
opposed to items such as a chance for 
Advancement or Freedom of Action. On 
the other hand, it appeared to be desir- 
able for emphasis to be placed on the 
Quality of the Firm. 


TABLE 8 


FREQUENCY OF Factors MENTIONED AS 
Utmep i Reckurrinc AGENTS 








Number of 
Interviewees 
Factors actor 

Compensation.................+. 20 
SAAS are: 16 
In Business for Oneself............ 14 
Training Program..............-. 10 
Negative Se! cee feeee epee 8 
Employee Benefits................ 8 
ca TE ae a 7 
Service/Job Satisfaction........... 7 
Profession and Prestige........... 6 
re cae tice 5 <> 6 
Personal Treatment.............. 5 
iit asia 0 oka w:sisecs bin. ¢ 5 
Freedom of Action............... 4 
Early Success..................-: : 





1The term “negative selling” is used with 
reference to those factors of the job considered 
undesirable, such as hard work required, dis- 
couragements encountered and night work. The 
reasoning is that if the recruit recognizes the 
complete picture of the job and still accepts an 
offer, his chances of success. are greater than if 
the negative elements had not been explained to 
him. 


Success of the Recruiting Process 


When asked the percentage of total re- 
cruits who succeed (remain as long as five 
years ), all but two interviewees indicated 
that their company or agency was well 
above the industry average of 1 out of 10 
suggested by a Life Insurance Agency 
Management research project.? Most esti- 
mates ranged from 30 to 60 per cent. 
Those having high success rates attributed 
them to proper selection, training, financ- 
ing and hiring fewer agents, and thereby 
being more selective. In the case of the 
multiple line companies, the fact that an 
agent had numerous lines from which to 
draw his commission income was con- 
sidered to be a factor contributing to low 
turnover. There was no significant differ- 
ence in rates of turnover for various sized 
life companies. All groups varied in esti- 
mates between 10 and 80-90 per cent. 
The multiple line companies were more 
consistent in their estimates, all stating 
that between 40 and 70 per cent of these 
employees recruited did succeed. 

Recruiting for a “natural market” was 
practiced by all but the two largest life 
companies in the survey. This is the 
practice of recruiting a man, having him 
sell a volume of insurance to his friends 
and relatives, and then determining 
whether or not he actually has the apti- 
tude and qualifications for becoming a 
successful agent. Most interviewees em- 
phasized a man’s natural market as an 
important consideration in his qualifica- 
tions. However, three multiple line com- 
panies and one small life company sug- 
gested that this was of value only for a 
short period of time early in a man’s 
selling career. It was also admitted that 
emphasizing a man’s natural market had 
been misused by various segments of the 
industry. Where this occurred, it usually 
proved to be a poor long range hiring pro- 

2 Life Insurance Agency Management Associa- 


tion,What Happens When You Hire 100 Full- 
time Agents? (Research Report 1956-18, 1956). 
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cedure and poor public relations for the 
agency or the company. However, this 
practice is similar to the probationary 
period used in most industries. 


Compensation Practices 

When investigating agent compensa- 
tion practices in the interview, an attempt 
was made to gain information concerning 
all the components of the wage package. 
In all cases an explanation of the com- 
pany’s financing plan was given. In gen- 
eral, all financing plans operated in a simi- 
lar manner. Primary differences were in 
duration and in the volume of sales needed 
to keep the financing contract in force. 

Plans ranged in duration from two 
years to five years, with those which lasted 
between two and three years being most 
prevelant. In both duration and amount 
of subsidy to the agent, the large com- 
panies were restricted by New York State 
laws governing insurance companies 
which sell or are chartered in that state. 
This resulted in shorter durations of fi- 
nancing and smaller amounts of subsidy 
given the agent as compared to most of 
the smaller, regional companies. It was 
brought out in many of the interviews 
that the smaller, regional companies had 
to be more liberal in these respects in 
order to compete with the larger better 
known companies for qualified agents. 

In developing the financing plan for an 
individual agent, a similar procedure was 
followed by the companies. First of all, 
the agent and his wife, together with the 
agency manager, worked a monthly bud- 
get upon which the agent’s family could 
live comfortably and maintain its stand- 
ard of living. In most cases, an additional 
amount would be added to this basic 
budget to meet any unforeseen emergen- 
cies. The agent is expected to earn from 
insurance sales a given percentage of the 
monthly allowance. This percentage be- 
gins at a small fraction of the total and 
gradually increases as the agent becomes 


more proficient, builds up renewal pre- 
miums and approaches the end of the 
financing period. At the end of the period, 
he is placed on a straight commission 
basis. 

If the agent earns more than his month- 
ly requirement, he may either increase the 
amount of his allowance or have the 
amount above the requirement credited 
to his account to meet sales deficiencies 
which may develop at a later date. Should 
the agent fail to maintain the prescribed 
level of sales (validate his account), the 
agency manager may, at his discretion, 
discharge the agent and cancel the finan- 
cing contract. 

Upon expiration of the financing pro- 
gram, the agent is placed on a straight 
commission basis and is paid a percentage 
of one year’s annual premium at the time 
of sale, but with lesser amounts paid for 
renewal commissions in succeeding years. 
There appear to be almost as many differ- 
ent methods of paying an agent (Com- 
mission Schedules) as there are insurance 
companies. 

The estimated average earnings of full 
time agents for the year immediately fol- 
lowing completion of the financing plan, 
were quite variable. It was emphasized 
that at the lower limit there could be an 
occasional agent earning $3600 a year, but 
the other extreme may include several 
very successful agents earning in excess 
of $15,000. It was estimated that most 
agents earned between $7,000 and $10,000 
per year, although there were three esti- 
mates of between $10,000 and $15,000. 

Fringe Benefits 

The insurance organizations inter- 
viewed appear to offer fringe benefits 
similar to those found in other industries.* 
Table 4 presents the numbers of com- 
panies offering various types of fringe 
benefits. Not included in the chart are 
~ See Research Reports on Fringe Benefits pre- 

Cham- 


pared by Economic Research Department, 
ber of Commerce of United States. 
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such items as the agent’s subsidy during 
the beginning salary plan, the granting of 
annual commissions, and provisions for 
vesting of commissions. 


TABLE 4 


NuMBERS OF COMPANIES OFFERING VARIOUS 
Types oF Frince BENEFITS 








Number 
Companies 
Offering 
Benefit enefit 
1. Group Hospitalization and 
Medical Insurance.......... 20 
2. Group Life Insurance......... 19 
3. Professional Education........ 19 
4. Office Supplies and Secretary 
a AS Eee ae 18 
5. Convention Expenses'........ 17 
6. Pension or Retirement Plan.... 17 
7. Awards and Bonuses?......... 14 
FON Orr eer 14 
Di I EID g's ko cb avs 5 
10. Professional Organization Fees. 1 
11. Stock Purchase Plan.......... 1 





1 Amount and value of benefits are determined 
by the volume of sales produced by the agent. 

2New York State law restricts companies 
operating in that state as to types of awards 
given and value of award. 


In the majority of the companies, no 
dollar values were placed on the various 
fringe benefits. Only six were able to 
place a dollar value, either to the com- 
pany or to the agent, on all or part of the 
fringe package. Of these six, only four 
knew the value of the benefits based on 
sales of a given level. The remaining 
two of these six companies were able to 
place a value to the agent of his total 
fringe package, but could not break this 
amount down into its component parts. 

Table 3 showed that only eight of 
these twenty-one organizations empha- 
size fringe benefits as a factor in recruit- 
ing agents. Two opposing points of view 
were given by those which did not incor- 
porate fringe benefits in their recruiting 
interviews. First, four interviewees stated 
that fringe benefits were of small impor- 
tance to a person under a commission 


type of compensation program, or that a 
recruit strongly interested in fringe bene- 
fits would not make a good agent. Second, 
a group of five interviewees readily ad- 
mitted that there might be a weakness in 
the recruiting program when no dollar 
value was placed upon fringe benefits. 
At the close of each interview, the inter- 
viewee was asked if there were additional 
important areas for consideration in re- 
cruiting agents. Of the suggestions made, 
most concerned the need for studies in- 
volving other areas of agent compensa- 
tion, such as vesting of commissions and 
preferences on commission schedules. 


Summary 


The purpose of this article was to pre- 
sent the results of interviews held with 
insurance company and agency managers 
regarding recruiting practices and atti- 
tudes. Areas covered included policy, 
sources, types of recruits desired, factors 
emphasized, success of programs, com- 
pensation practices and fringe benefits 
offered. Variations were disoovered in 
each of these areas, as well as difference 
in attitudes regarding the significance of 
various aspects of recruiting practices. 
Evidence indicates the need for further 
study of recruitment practices in order to 
attract more successful employees, espe- 
cially with regard to college recruiting. 
In such a study it would appear to be 
necessary to determine attitudes and re- 
actions of college students to the insur- 
ance industry. This approach would also 
be useful in determining answers to such 
questions as the importance of compensa- 
tion plans and fringe benefits to college 
students and what kinds of information 
should be made available to college stu- 
dents for them more adequately to reach 
decisions regarding careers in the insur- 
ance industry.* 

* A later article by these authors will report on 
the results of research in this area. 


ASSOCIATION INSURANCE 


Harry M. 


Doctors, lawyers, accountants, teach- 
ers, retired persons, statisticians, engi- 
neers, veterans, Knights of Pythias, Ro- 
tarians, and others are being bombarded 
with advertisements of special insurance 
policies available only to members of that 
group. In trade parlance, such insurance 
is called “Association Insurance” or “Fran- 
chise Insurance.” The absolute essential 
of association insurance is some common 
tie such as occuption or membership in 
an organization, however tenuous that 
may be. 

Association insurance is not new. The 
old guilds had a form of association in- 
surance. Fraternal insurance also repre- 
sented a form of association insurance. 
But this kind of insurance has expanded 
recently, is still expanding, and in some 
cases, in the most extraordinary direc- 
tions. 

The purpose of association insurance is 
to provide insurance benefits at reduced 
rates by means of a savings in sales efforts 
and expenses and in administrative ef- 
forts and expenses. Part of the expense 
savings usually is passed on to the policy- 
holders in the form of liberal underwrit- 
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ing and part in the form of premium re- 
ductions or dividends. 

For association insurance to be sold on 
a profitable basis it is generally necessary 
both that the expense savings be real and 
that the underwriting procedures result 
in reasonable claim ratios. 


Types of Associations 

As indicated above, association insur- 
ance covers a wide range with respect to 
the types of associations. Some of the 
association insurance groups have most 
of the characteristics of true groups, em- 
ployee associations, for example. Some of 
the association insurance is very much 
like individual ordinary insurance. In 
this situation the members of the associ- 
ations are simply a prospect list. There 
even is, or has been, some association in- 
surance which took on some of the char- 
acteristics of industrial insurance in that 
an insurance company representative was 
on hand at the employer's office each 
premium due date to collect the insurance 
premiums from employees in an associa- 
tion, just as industrial insurance agents 
collect premiums in homes. 

Association insurance purchases come 
under the general heading of cooperative 
purchases. In the world of commerce 
there are real cooperatives, quasi-co- 
operatives, and cooperatives in form only 
—sales gimmicks for some kinds of “dis- 
count houses.” The prices of many prod- 
ucts are fair traded, and the prices of 
many kinds of insurance are governed by 
anti-discrimination laws or by even 
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stricter rate regulations. The legal and 
regulatory problems are so important that 
a report on “Fictitious Groups” appeared 
in the 1959 Proceedings of the National 
Association of Insurance Commissioners, 
page 332, prepared by a Fire, Casualty 
and Surety sub-committee. The regula- 
tions of several states prohibiting “Fic- 
titious Groups” were quoted in that re- 
port. Thus the legal and regulatory diffi- 
culties in the way of writing association 
insurance are very substantial. In addi- 
tion the problems of obtaining necessary 
state department approvals may vary a 
great deal from one association proposal 
to another. 

Associations, other than employee asso- 
ciations, may be divided into six general 
types: professional associations, trade 
associations other than farmers, farm 
associations, fraternals, employee associ- 
ations, and service organizations, such as 
Kiwanis, Rotary, etc. 

From the insurance company view- 
point, the professional associations form 
the cream of the crop, except for the sale 
of Major Medical Association Insurance 
since major medical costs and difficulties 
increase with the income of the insureds. 

The insurance hazards of trade associa- 
tions generally exceed those for profes- 
sional associations. One of the main 
variations in trade associations is the 
relative proportion of employees and em- 
ployers, so that, with a high proportion 
of employees, the association insurance 
takes on the characteristics of multiple 
employer group insurance. 

Farm associations have some character- 
istics of their own arising from occupa- 
tional hazards, the absence of workmen’s 
compensation insurance, difficulty of doc- 
tor visits except when conveniently hos- 
pitalized, seasonal work, and member- 
ship in farm associations by small town 
merchants and by others who deal with 
farmers. The result with respect to hos- 
pital insurance on farm associations is not 
very good according to some experiences. 


Fraternals and Service organizations 
are variable in their experience in this 
field. Age characteristics are an important 
factor. Much exploratory work by insur- 
ance companies results in few cases put 
in force in these fields. 

From another viewpoint association in- 
surance varies in the extent to which the 
association involved is a true association. 
At one extreme are the medical and bar 
associations, where insurance is truly in- 
cidental to association membership. At 
the other extreme are several kinds of 
“associations” which are associations by 
courtesy only: government employees 
solicited by mail for life insurance which 
is individually underwritten, cancellable 
hospital insurance with a six month pre- 
existing exclusion clause sold to retired 
members of an occupational class, or an 
association which has been revitalized by 
a group broker for the sole purpose of en- 
abling him to tell prospective members 
that he can get insurance for them at 
wholesale rates. 


Association and Group Insurance 


Group insurance originally had three 
important characteristics, as follows: 


1. The insureds had to be actively at 
work at the time the insurance went 
into effect, except for normal short 
leaves for employees who were on 
a company payroll. 

2. The premiums were paid by the em- 
ployer or deducted from pay and 
forwarded to the insurance com- 
pany by the employer. 

3. A substantial percentage of each 
class of employee had to be in- 
cluded in the insurance. 


The foregoing characteristics of group 
insurance have been successfully modified 
almost as often as they have been strictly 
observed. Nevertheless the group insur- 
ance principles are each significant, and 
they indicate analogous principles in as- 
sociation insurance, although these prin- 
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ciples may sometimes also be successfully 
modified. 


1. In group insurance the insureds 
~ have to be actively at work. In as- 
sociation insurance with guaranteed 
insurability, the insured must be an 
active member of an association 
which was not formed for the pur- 
pose of obtaining insurance and 
which no large percentage joined 
for the purpose of obtaining insur- 
ance. 

2. Group insurance premiums gener- 
ally are forwarded by the employer. 
Association insurance, to be effici- 
ently administered, must provide 
-for a central premium collection 
method. 

3. Substantial participation is required 
for group insurance. In association 
insurance substantial participation 
is also required or else the appli- 
cants are individually underwritten 
as to insurability. 


Not only have group insurance rules 
been modified, they have been circum- 
vented. This fact of circumvention is a 
commonplace to group underwriters and 
to group claim administrators. Examples 
range all the way from putting friends 
and relatives on the payroll, principally 
for the purpose of obtaining insurance, to 
forming small corporations so as to 
obtain more insurance for selected indi- 
viduals. Also, it seems likely that cir- 
cumvention of group and association 
insurance rules is increasing as the pub- 
lic becomes more and more insurance 
conscious. What insurance companies 
have to guard against on each application 
for group or association insurance is a 
dangerous circumvention of the under- 
lying principles of mass underwriting. 
Thus a long established association with 
a few members may be enlarged and re- 
vitalized for the sole purpose of provid- 
ing insurance at a bargain and at the 


expense of some unwary insurance com- 
pany. 

A «hole manual could be written on 
the avoidance of pitfalls in underwriting 
group and association insurance. But the 
rules contained in the manual could still 
be circumvented, and an experienced 
underwriter would be needed to under- 
write the cases successfully. There is no 
substitute for the group underwriter’s 
judgment. Experts in the field of under- 
writing association insurance are fond of 
saying, “It is an art, not a science.” 


Association and Individual Insurance 

When association insurance is individ- 
ually underwritten there is obviously con- 
siderable analogy to individual insurance. 
In spite of the fact that underwriting of 
individuals is more lenient in association 
insurance than in individual insurance, it 
is often true, in the health insurance field 
at least, that claim rates are lower on such 
association insurance than on analogous 
individual insurance. This is one of many 
surprises of association insurance, and is 
probably due to the special class of mem- 
bers and to the relative lack of any in- 
tense individual anti-selection in some 
associations. From another angle, indi- 
vidual insurance often takes on some of 
the aspects of association insurance be- 
cause individual agents write special 
classes of business. 


Administration of Association Insurance 
The common denominator of associa- 
tion insurance is that it involves mass 
underwriting. This leads to several char- 
acteristics in its administration. 

(1) It is promoted by salesmen who 
have association insurance know- 
how or group insurance experience. 

(2) These salesmen often peddle their 
cases to the insurance companies 
where they can get the best deal. 

(3) The insurance companies are thus 
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exposed to many cases to which 
other companies are either simul- 
taneously or successively exposed. 
Insurance companies consequently 
must usually consider many cases 
in order to acquire one case. 

Since association insurance under- 
writing is mass underwriting, the 
same skills are required as in under- 
writing group insurance. 

Since association cases sometimes 
involve liberal individual under- 
writing, association insurance some- 
times involves a combination of in- 
dividual underwriting skills with a 
mathematical estimate of the effect 
of liberal underwriting on claim 
rates. 

Since association insurance pre- 
miums are not collected by an em- 
ployer, the probable effect upon 
collection expenses, upon individ- 
ual persistency, and upon eligibility 
determination must be evaluated 
by competent insurance company 
personnel. 

Since association insurance is sub- 
ject both to withdrawal of individ- 
uals and to addition of individuals, 
association cases must be re-under- 
written at frequent intervals. For 
hospital and surgical insurance, in- 
creasing claim costs also complicate 
the continued underwriting prob- 
lem. 

When experience is good it is com- 
monplace for the agent or for the 
officers of the association to request 
a rate reduction. Consequently, 
profits generally depend upon a 
large volume and a small profit per- 
centage rate. 

In spite of the fact that association 
insurance in some of its branches 
has been successfully operated for 
many years, the course of associa- 
tion insurance is full of surprises 
even to experienced association in- 


surance underwriters. Sometimes 
the surprises are pleasant, some- 
times they are unpleasant. 

It seems to be the unanimous opin- 
ion of experts that successful opera- 
tion of association insurance requires 
good agents, good rate making, 
good initial home office underwrit- 
ing, skillful renewal re-negotiation, 
and good renewal underwriting and 
administration. The operation of 
association insurance is a chain 
which cannot have a single weak 
link if it is to be successful. Special- 
ized knowledge and ability is re- 
quired at every step. 


(11) 


Association Insurance Experience 


Several companies have been very suc- 
cessful in underwriting association life 
insurance, and other companies have been 
unsuccessful. For the successful com- 
panies, profits per thousand have been 
small, but volume sometimes has been 
large. Some of the most successful associ- 
ation life insurance cases have been on 
the professions: doctors, lawyers, ac- 
countants, and teachers. The field is be- 
ing intensively cultivated but, as one 
actuary put it, “It is amazing what the 
professional men are able to buy.” In one 
case a medical association was solicited 
by mail. A fifty per cent participation 
was required for group underwriting, and 
only the most optimistic even hoped for 
such a degree of participation. Instead, 
participation exceeded eighty per cent! 
But surprises in the other direction are 
just as common as are the pleasant ones 
like this. Sometimes the response to mail 
solicitation is less than two per cent. 

Fewer companies have been success- 
ful in underwriting association health in- 
surance than in underwriting association 
life insurance. Fewer still have been suc- 
cessful in underwriting association hos- 
pital and surgical insurance. Since pro- 
fessional associations, the most fertile 
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field for association insurance, are some- 
times poor major medical risks, the ex- 
perience with association major medical 
insurance has sometimes been disastrous. 

Group brokers are continually coming 
up with new ideas for association insur- 
ance, and processing these ideas is ex- 
pensive for life insurance companies. 
This is one of the reasons why many 
companies look almost exclusively to the 
successful association agent for new asso- 
ciation insurance business. It is also a 
reason why home office development of 
new ideas on association insurance is 
practically non-existent. 

Several companies have withdrawn 
from the association field. High claim 
rates, poor persistency when subjected to 
competition and to renewal underwriting, 
and the necessity for intensive initial and 
continuous administrative and under- 
writing work by highly qualified, highly 
paid insurance company employees are 
the reasons for the withdrawals from the 
association field. Companies have with- 
drawn or partly withdrawn from the 
group insurance field, or from the group 
casualty field only, for the same reasons. 


Overall Status 


At present several companies have 
large amounts of reasonably profitable 
association life insurance in force. High 
renewal commissions and increased com- 
petition are squeezing the profit, even on 
the life insurance end of the association 
business. Furthermore, in the group in- 
surance field as a whole, various some- 
what related factors have caused some 
of the well established group companies 
to cease to compete actively for group 
insurance, so that they are confining their 
writing almost entirely to the business of 
their own ordinary agents. In association 
hospital insurance, particularly, it has 
been commonplace for one company after 
another to “get hot” for the business and 
then to cool off after a couple of years of 


experience. It takes at least that long for 
the experience to begin to develop its 
true loss ratio, and in the field of hospital- 
surgical insurance there is evidence of a 
long time upward trend in costs per hos- 
pitalization and in frequency of hospitali- 
zation. Due to the nature of industry 
inertia, few companies will increase rates 
as fast as they should be increased in such 
a deteriorating situation. Competition 
becomes unsound under these circum- 
stances. 

Even in fairly large insurance com- 
panies, negotiations for acquisition and 
renewal of association insurance consume 
the time of very high level officers. Group 
brokers and association officers expect top 
level treatment. In addition, a very real 
battle of wits is involved in association 
insurance negotiations, besides the intelli- 
gent analysis which is necessary even to 
consider properly each case. 

Premium rates are not completely 
standardized even within individual com- 
panies. The premium rates for mass un- 
derwritten association cases are based on 
group insurance premium rates increased 
by underwriting judgment and increased 
further for expense factors. Premium rates 
for each association often are determined 
by the aspects of the case, but a com- 
monplace for large professional life cases 
is to charge group life rates not dis- 
counted for size. Association insurance is 
mass sold and may be inadequately ex- 
plained to the buyers. Nearly always 
association life insurance is term insur- 
ance. 


The Future 


Association insurance is probably going 
to expand. In fact, if inflation makes ex- 
penses the major factor in insurance com- 
pany operations, it may well be that 
group and association insurance will be 
substantially more important in the fu- 
ture than at present. Competition prob- 
ably will be increasingly important from 
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insurance companies using pre-income- 
tax dollars to “buy” business. At present, 
competitive practices tend to twist a sig- 
nificant percentage of all but the small 
cases and the well seasoned larger group 
and association insurance cases from the 
original insurer. In order to prevent 
twisting and retain the business, profits 
are squeezed to a minimum in many 
cases. 

A continuing increase in hospital and 
surgical costs can be expected along with 
increasingly liberal health insurance cov- 


erage, and increasingly hazardous de- 
mands for large life insurance policies. 
More state and federal regulation of and 
competitive entry into these fields of in- 
surance may also be experienced. Group 
insurance and association insurance, to be 
successfully underwritten, must be super- 
vised continuously and diligently and ad- 
ministered at all levels by enterprising 
but careful men who are skilled adminis- 
trators, who are good business men, and 
who can devote a substantial amount of 
time to association insurance. 























THE SPANISH AVERAGE SYSTEM OF INSURANCE 
AND LOSS PREVENTION 


MANUEL OrLanpo Diaz 


The story of the development of insur- 
ance is part of the history of trade and 
navigation. Its present status is the re- 
sult of a long period of growth and evo- 
lution which involved trials and errors 
infinite in number. These trials had to do 
with different provisions designed to meet 
the risks faced in overseas trade and in- 
cluded such schemes as bottomry and the 
Spanish average. 

Bottomry is one of the well-known 
plans developed to make provision against 
the risks of trade and navigation. It rep- 
resented an early effort to shift the burden 
of risk. The insurance element in the 
bottomry contract was embodied in the 
provision that if the ship, which served 
as security for the transaction, was lost 
or destroyed the borrower had his debt 
cancelled without repayment to the 
lender. A similar practice was found in 
the respondentia loan contracts in which 
the cargo served as security. The compen- 
sation for the provision of insurance was 
to be found in the rate paid to the lender 
for the use of his funds, a rate well in 
excess of the prevailing rate of interest 
for the type of loan involved. In these 
schemes insurance was mixed with bank- 
ing. 

The Spanish average system was an- 

Manuel Orlando Diaz, Ph.D., C.L.U., is Asso- 
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Puerto Rico and is Dean of the Insurance School 
of the Insurance Institute of Puerto Rico. For- 
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Huebner Foundation, Dr. Diaz serves as a con- 
sultant to the Puerto Rico Life Insurance Com- 
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other scheme developed to provide some 
protection against the risks of the sea. 
This effort, however, did not become one 
of the well-known chapters of the history 
of insurance. This is an omission which it 
is hoped that the present article will cor- 
rect, at least in a small measure. 


Nature of the System 

The Spanish average system existed 
from 1521 to 1660. The system was essen- 
tially a formal social device to eliminate 
or reduce the uncertainty of losses of life, 
limb and property due to assaults on the 
high seas by pirates. This was accom- 
plished through the pooling of hazards 
into one fleet of merchant vessels con- 
voyed by an armada of warships financed 
by the interests covered in the venture. 

All the interests participating in a 
voyage from Spain to America (Indies, 
so-called) and vice versa, had to share 
pro rata in the costs of providing for the 
expenses incurred and losses suffered. 
Since the passengers aboard were in risk 
of loss of life and limb in case of attack by 
pirates, they, too, received protection 
from the system. In its compulsory as- 
pects this system resembled modern social 
insurance. 

Except for the charge to the passen- 
gers, the contributions were allocated 
along lines similar to those followed 
under the general average principle. This 
principle of maritime law states that all 
interests in a sea venture shall share pro 
rata in any voluntary sacrifice, reasonably 
made, of all or part of an interest, or ex- 
pense reasonably incurred, in time of 
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common peril, for the saving of the re- 
mainder of the venture, the effort being 
successful in such salvage. 

The Spanish average was basically a 
combination of ocean marine insurance 
and loss prevention. Ocean marine insur- 
ance covers losses of cargo and hull and 
liability claims resulting from perils of 
the sea. Insurance is a device by means 
of which the individual is enabled to sub- 
stitute, through the pooling principle, 
average loss costs in place of the actual 
loss costs. This averaging of loss costs as 
well as the modern indemnity principle 
of property insurance was practiced in the 
Spanish average system. 


Loss Prevention 


Although ocean marine insurance was 
part of the scheme, the main efforts of 
the Spanish average system were directed 
towards the prevention of loss. The haz- 
ard which was responsible for the estab- 
lishment of the system was that of piracy 
on the high seas in the trade routes to the 
Indies. To protect the merchant vessels 
en route, an escort system was provided 
and financed mutually by the participat- 
ing merchants. In time, other perils of 
the sea were covered and indemnification 
for losses caused by them was made avail- 
able to participants. 

Coverage was on a package basis, not 
on the optional or schedule form. The 
merchant paid his contribution and in 
exchange, received every coverage pro- 
vided. That is, he was not allowed to pick 
and choose. His contribution, estimated 
and paid in advance, was compulsory. If 
he failed to contribute, he was not al- 
lowed to participate in the venture. 

The Spanish average system chartered 
warships for its defense armada against 
piracy. This defense armada was the 
means used by the system, operating as 
a mutual association of merchants, to pro- 
vide for the prevention of losses from the 
piracy hazard. 


Loss prevention involves the elimina- 
tion or reduction of the hazard, that is, of 
the economic, personal, or other causes 
of uncertainty. It includes the guarding of 
things against loss. Society must bear the 
undiminished burden of actual loss. Even 
when the risk cost is eliminated by insur- 
ance, the cost of conducting the insur- 
ance business, which is not negligible by 
any measure, is added to the loss. Even 
if a particular type of loss, in this instance 
loss to seamen and merchants by piracy, 
cannot be wholly prevented, society will 
net a gain if the loss can be reduced. This 
follows from the decrease in the cost of 
the insurance service, which tends to in- 
crease roughly in proportion to risk. Loss 
prevention was, perhaps, the outstanding 
contribution of the Spanish average sys- 
tem. 


Levying of Contribution 


All parties at interest in the venture 
had to contribute to help defray the costs 
of providing the defense armada of war- 
ships as well as to cover incidental 
expenses and ijosses involved in the pro- 
tection of the fleet escorted. The contri- 
bution was to be charged to “all sorts of 
commodities whatsoever, brought from, 
or carry'd to the ‘Indies’... .”? 

The contribution was also levied on the 
value of any uninsured vessels in the 
fleet since any chartered vessel lost was 
to be indemnified through the Spanish 
average. Excluded from this coverage 
were any amounts insured and/or bor- 
rowed with the hull as security. If the 
ship was fully insured no contribution 
had to be paid but no indemnification 
could be sought from the system. That is, 
other insurance on the hull was either 
prohibited or, what amounts to the same 
thing, discounted from the value of the 


1 Joseph de Veitia Linaje, The Spanish Rule 
of Trade to the West Indies, translation and 
abridgement by Capt. John Stevens (Samuel 
Crouch, London, 1702), pp. 88-89. 
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ship for assessment and indemnification 
purposes. 

The Crown and other government 
offices and bodies were to pay on a basis 
not different from that applied to private 
merchants. This provision was fixed by 
statute. Evidence for this statement can 
be found in the compilation of the Laws 
of the Indies, ordered to be printed by 
King Charles II of Spain and published 
in 1681.2 

Each voyage had its own rate. An esti- 
mate of the rate was made at Seville be- 
fore the start of each trip. An advance 
contribution was accordingly collected. 
An adjustment was made upon the re- 
turn trip to Seville. This adjustment cov- 
ered any additional charges made neces- 
sary to cover all trips on account of the 
protection given by the system. This prac- 
tice followed the usual custom of the 
Spanish average system of calculating 
rates at a minimum when the original 
estimate was made.’ 

Contributions were assessed on a pro- 
portional basis on the cargo and hull. 
Passengers, however, were charged a 
fixed sum per person. This charge to the 
passenger was for the service of loss pre- 
vention since no life or limb indemnity 
was..provided for passengers. The pro- 
tection given by the escorting armada 
provided a measure of freedom from 
worry to the passengers. 


Origin of the Term Applied to 
the System 


Solérzano * indicates that the term he 


2 Recopilacién de Leyes de los Reinos de las 
Indias Mandadas a imprimir y publicar por la 
Majestad Catélica del Rey Don Carlos II ( Boix, 
Madrid, 5th. edition, 1841, Libro IX, Titulo IX, 
Ley Primera), p. 205. 

% Joseph de Veitia Linaje, Norte de la Con- 
tratacién de las Indias Occidentales, 1672, Se- 
ville, as reprinted by Comisién Argentina de 
Fomento Interamericano (Buenos Aires, 1945), 
pp. 199-200. 

* Solérzano Pereira, Juan de, Politica Indiano, 
reprint of the 1647 edition, edited by Francisco 


adopted for the Spanish average, haberia, 
is derived from the Latin word habere 
meaning “to have”. Veitia® in accepting 
the derivation of the term states, how- 
ever, that “. . . allowing the derivation of 
‘Haberias’ to be from ‘Habere’ to have, 
it is not given . . . for preserving what the 
Merchant has, but because “Haberia’ of 
Armada’s denotes what is had for fitting 
of them out... .” 

Haring * adopts for the Spanish average 
the term averia. This word is derived, in 
his opinion, from the Arab word “a war”, 
meaning damage suffered by merchandise 
or other articles on the sea. Solérzano 
defines it according to Haring “as the 
payment for the protection offered by the 
galleons, to which payment was added 
the average losses or damages suffered 
by the goods.” 

Haring’s term and its derivation is 
adopted by Céspedes.’ In the documents 
the terms are averia, haberia and aberia, 
among others.® 

The present writer is in the fortunate 
position of not having to make a choice 
among the Spanish terms, since he is 
writing in the English language. How- 
ever, his preference is for the modern 
Spanish term averia as the equivalent of 
the English marine insurance term “av- 
erage”, to which the word “Spanish” is 
added to avoid confusion of the principle 
under discussion with any other type or 
concept of average. 

Ramiro Valenzuela (Madrid, 1739), Compaiia 
Iberoamericana de Publicaciones, p. 16. 

5 Op. cit., p. 196, Spanish version; p. 88 Eng- 
lish translation. 

® Haring, Clarence Henry, Trade and Navi- 
gation between Spain and the Indies in the time 
of the Hapsburgs, Harvard University Press 
(Cambridge, 1918), p. 67 and footnote. 

7 Céspedes del Capetillo, Guillermo, La Averia 


en el Comercio de la Indias, Publicaciones de 
Estudios Hispdnicos (Universidad de Sevilla, 
1945), p. 4. 

8 Ordenanzas para el Prior y Cénsules de la 
Universidad de Cargadores a Indias de la Ciudad 
de Cddiz (Imprenta Carrefia, CAdiz, 1787), p. 
70. 
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Reasons for Appearance 


There were two predominant reasons 
for the appearance of the Spanish average 
system. The first was the lack of govern- 
ment protection against piracy on the 
high seas. The fact that most of the time 
during which the Spanish average system 
was in operation (1521 to 1660), the 
Hapsburg Kings of Spain were at war 
with France, England or other European 
states, made it impossible for the Spanish 
government to face, by and through its 
own means, the menace of piracy to the 
Spanish-American trade. The merchants 
faced the alternatives of taking protec- 
tive steps themselves or of allowing their 
highly profitable trade with the Indies to 
perish at the hands of the pirates plaguing 
the water between Spain and America. 
The Seville merchants provided with 
their own funds for a protective armada 
to escort their merchant ships on the 
round trip to America. 

However, the merchants could not 
initiate action before getting permission 
to do so from the King. This was due to 
the fact that the empire was considered 
to be a group of colonies of the Spanish 
Crown rather than of the Spanish nation 
as such. The requested permission was 
granted by the Emperor Charles V. 

The second reason for the appearance 
of the Spanish average system was that 
marine insurance premiums were too high 
unless the piracy hazard was excluded 
from coverage. Thus the only alternative 
open to the merchants with respect to the 
piracy hazard was to raise among them- 
selves the funds necessary to provide an 
escort for their ships and cargoes. Other- 
wise, they would face ruin. 


Marine Insurance 
Marine insurance per se was practiced 


alongside the Spanish average in the 
trade with the Indies.® It was subjected 


® Veitia, op. cit., Spanish ed., pp. 711-717. 


to strict regulation. The regulatory pow- 
ers were vested in the Seville Consulate 
of Trade, half of whose ordinances had 
to do with the supervision of this busi- 
ness. 

Among other ordinances, the Consulate 
decreed that cargo insurance was to 
cover from the time the merchandise was 
embarked on barges for transfer to ves- 
sels, to the time that it was safely un- 
loaded ashore at the end of the voyage. 
For the policy not to be voided, the in- 
sured had to pay the premiums within 
three months. In case part of the cargo 
was not shipped, the insured could re- 
cover a pro rata share of the premiums, 
less % of 1 per cent that the insurer could 
retain. The recovery by the shipper was 
conditioned upon his presentation of 
claim for refund of premiums within a 
period of 15 days. 

Hull insurance was to be allowed only 
up to two-thirds of the value of the 
vessel. Later decrees (1587-1588) re- 
duced this allowance to one-third. The 
remaining two-thirds were to be taken 
care of by the Spanish average system 
and the Crown. However, if any loan 
was made with the vessel as security, the 
amount of the loss was to be deducted 
from the value of the policy. The risk on 
the loan was supposedly to be covered 
through a bottomry contract. Artillery, 
rigging and freight receipts were to be 
excluded from coverage. The policy 
period was not to exceed two years. How- 
ever, if the cargo and vessel had disap- 
peared and were not heard of, the in- 
sureds or consignees could claim pay- 
ments within a year and a half. 


Mutual Association of 
Seville Merchants 
The Seville merchants originally oper- 
ated the Spanish average system through 
three representatives of their own choos- 
ing. A fourth representative was ap- 
pointed by the King. At first, the royal 








The Spanish Average System of Insurance and Loss Prevention 89 


deputy was vested with regulatory pow- 
ers only. However, in due time he be- 
came the controlling factor in the ad- 
ministration of the system. 

The merchants were first organized 
loosely in a sort of informal mutual asso- 
ciation. But in August, 1543, they or- 
ganized a formal association known as 
consulado (consulate of trade or guild of 
merchants ). They submitted a petition to 
the’ Emperor Charles V to organize the 
consulate. Through a royal. ordinance, 
the Emperor directed them formally to 
constitute their association.’® 


Codification of Rules 


Rules governing the Spanish average 
system were decreed from time to time 
as circumstances indicated their need. In 
March, 1573 these rules were codified in 
a series of forty-three ordinances ad- 
dressed by the King, Philip II, to the 
Seville House of Trade.'! These rules 
were amended in 1587, again in 1589, and 
in 1607. 

Every detail of administration was pro- 
vided for. The general administration of 
the’ system was in charge jointly of the 
official judges and the priors and consuls 
of the Consulate of Trade of Seville serv- 
ing in the capacity of a board of direct- 
ors. The routine management was en- 
trusted to a judge, a deputy auditor, and 
a collector of the contributions charged. 
These three persons served as a board of 
administrative officers. 

Another board of second-rank officers 
accompanied each fleet to carry out the 
instructions of the directors and officers 
of administration. This board served as 
a sort of executive committee aboard the 
fleet. A notary or scrivener in each fleet 
attested all acts relating to the adminis- 


* Veitia, op. oit., Sp. version, p. 141. 
*"'Diego de Encinas, Cedularia Indiano, fac- 
simile reproduction of the unique edition of 
1596 by. Ediciones de Cultura Hispanica (Ma- 
drid, 1946, Libro Tercero), pp. 174-179. 


tration of funds. An overseer was charged 
with the duty to see that funds of the 
system were used economically and 
honestly. 


Too High Rates 


The rate of contribution started at the 
low figure of 1 per cent. By 1528 it had 
climbed to 5 per cent and by 1542 to 6 
per cent. Between 1543 and 1594 the rates 
fluctuated between a 1 per cent low in 
1563 and a 5 per cent high in 1554-56. In 
1594, it was 4 per cent. From then on the 
tendency was, in general, to increase the 
rate. An exception was the year 1614, 
which registered 3 per cent, by far the 
lowest figure for the whole 17th century. 
Apart from 1614, 1653 and 1656, the range 
for that century was from 5 per cent, in 
1610, to about 31.5 per cent, in 1630 and 
again in 1659. After 1630, the rate was 
either 12 per cent or higher, sometimes 
much higher. For example in 1643, it was 
23.4 per cent and in 1653 it climbed to 
the catastrophic figure of 99 per cent. In 
1656 it was 49 per cent. With such rates, 
it is no wonder that the system was 
abolished in 1660. 

In 1596, the final rate, on a retrospec- 
tive basis for the year, was 14 per cent. 
However, only 7 per cent was charged 
and the balance was funded to be re- 
plenished in future years.!* 

The increase in rates continued. The 
merchants became desperate, if not pan- 
icky. As a result, they started all sorts 
of evasion. But this was a vicious circle. 
The more successful the merchants were 
in this adverse selection practice, the 
higher the rate climbed. Fraud continued 
unabated. 

In desperation the merchants turned to 
the King. On June 7, 1644 King Philip IV 
decreed that henceforth a maximum of 
12 per cent would be charged. Any 
deficit would be. taken care of. by.’ the 
Royal Treasury. Evasion continued, how- 
~ 18 Veitia, op. cit., Sp. v., pp. 201-202. 
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ever. This resulted in continuing financial 
pressure upon the royal exchequer. In 
1653, for example, it had to pay 99 per 
cent to the system as its share. As a re- 
sult on November 18, 1655 the King 
abolished the limit on the rate charged to 
private participants of the system. 
Notwithstanding the suspension of the 
mit, the exchequer had to continue pay- 
ing very high rates because the Crown 
was, after all, a participant in the system. 
Thus, the measure proved totally ineffec- 
tive. There is evidence of a rate of 49 
per cent paid in 1656 and of 31% per cent 
in 1659. After due study of the matter, 
on March 31, 1660 the King decreed the 
elimination of the Spanish average system. 


Interest and Perils Covered 


The coverage was available on a com- 
pulsory basis to all interests participating 
in a venture. It was in the nature of loss 
prevention. But in addition, and anal- 
ogous to modern elevator insurance and 
boiler and machinery insurance as pres- 
ently operated in the United States, the 
Spanish average system provided for in- 
demnity of losses even though it em- 
phasized loss prevention. 

The owners of leased vessels lost in the 
venture were indemnified to an amount 
equal to the excess value of the ship over 
and above any amount borrowed on se- 
curity of the hull and the face value of 
any insurance covering the vessel. The 
system assumed this risk up to two-thirds 
the value of the ship, the other third be- 
ing assumed by the owner himself. Of 
course, he was permitted to transfer that 
third to an insurer through a hull policy 
or to a lender through a bottomry con- 
tract. 

The Spanish average system provided 
this hull coverage for losses caused by 
perils of the sea such as fire, stranding, 
collision, enemy attack, general average 
and so forth. It was, in fact, an all-risk 


coverage as is customary in ocean marine 
insurance.'* 

The system provided indemnification 
for bodily injuries suffered by crew mem- 
bers of the armada due to sea or war 
perils. General average losses of cargo 
were indemnified by a practice known as 
excess average.’ This coverage was also 
known as averia gruesa (general average) 
and it indemnified loss of goods jettisoned 
because of a storm or damaged through 
no fault of the captain. 

Throughout the history of the Spanish 
average system, the main efforts were de- 
voted to preventing losses due to the 
piracy hazard on the high seas. Neverthe- 
less, the system provided insurance on 
vessels, goods, and persons under cer- 
tain specified circumstances. There was 
in the system a mixture of insurance with 
non-insurance elements but this is char- 
acteristic of the early history of insurance, 
as evidenced by the bottomry contracts 
which combined elements of insurance 
with banking and money-lending. 


Rate-Making 


The determination of the rates to be 
charged for the protection afforded by 
the Spanish average system of convoy 
armadas of warships was a function of the 
Seville House of Trade. In this respect, 
the House served in a capacity similar to 
that of a modern rating bureau in the 
United States. 

The officers of the House operated 
jointly with representatives of the Seville 
Consulate of Trade in determining rates. 
They made a preliminary estimate of the 
cost of providing the convoy for each 
fleet. A rate was accordingly calculated. 
This rate was to be charged at the time of 

18 Coleccién de Documentos Relativos al De- 
scubrimiento, Conquista y Organizacién de las 
Antiguas Posesiones Espafiolas De Ultramar, 


Real Academia de la Historia (Madrid, 1885- 
1900), 2nd series, tomo XXV, vol. VI, p. 124. 


* Veitia, op. cit., Sp. v., pp. 199-200. 
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registration of the outgoing venture. A 
second and final computation, on a retro- 
spective basis, was made by the officers 
upon the return of the fleet. Notable is 
the similarity with modern retrospective 
rating plans as used, for example, in 
workmen’s compensation. Another com- 
parison worthy of mention is the simi- 
larity of the rating with that of the local 
mutuals in America, which assessed mem- 
bers after losses occurred. 

All expenses incurred in the mainte- 
nance of the convoy and in the provision 
of security for the fleet, of whatever na- 
ture, were duly considered. The amount 
resulting from the final estimate was 
levied pro rata on the treasure and 
merchandise brought back to the penin- 
sula. 

For passengers the rate was fixed at 
twenty ducats per persons, whether free- 
man, servant, dependent, or slave. No 
person was granted free protection. All 
had to pay the fixed rate, even if they 
were clergymen or government employ- 
ees. 

The first step in the determination of a 
rate to be charged by the average system 
for a given voyage consisted of an esti- 
mate of the number of ships required. 
The second step involved a detailed and 
difficult calculation of the expected ex- 
penses, such as salaries, stores, muni- 
tions, ships rentals, and so forth. 

Once the expenses were budgeted as 
precisely and minutely as possible, the 
next step was to assess the value of the 
merchandise to be loaded in the escorted 
merchant vessels. The next step was that 
of prorating the cost of the armada among 
the interests involved, especially the ship- 


pers. 
Needless to say, the estimates made 


were either short or long. Rarely if ever 
was the precisely correct figure arrived 
at prospectively. This was due to the 
fact that the budgeting and computations 
were made far in advance of the sailing 
fleet. 

Upon the return of the fleet, a second 
and final computation was made. If there 
was any deficit from the preliminary 
estimate, and this was rather customary, 
the proper collection was made. Once the 
return rate was determined, the mer- 
chants had to pay their contribution in 
order to have access to their goods. Mean- 
while, the goods remained deposited in 
the House of Trade. 


Summary 


In 1521 the Seville merchants created 
the Spanish average system to meet the 
piracy hazard in their trade with the 
Indies. In 1522 they established an ad- 
ministrative machinery on a permanent 
basis. This consisted of a board of depu- 
ties of four members, three of whom 
represented the Seville merchants and the 
fourth the Crown. The Crown was one 
of the participating interests in the trade 
with the Indies and, as such, it had to pay 
its pro rata share of the charges result- 
ing from the protection afforded by the 
system. 

The protection consisted mainly of the 
provision of an escorting armada for the 
merchant fleet on each trip, to prevent 
losses due to attacks by pirates. Besides 
there was indemnification for losses of 
escorting and leased ships, for goods 
jettisoned in a storm or accidentally dam- 
aged, and for crew members suffering 
disability or dying accidentally in the 
venture. 























LIFE INSURANCE LANGUAGE — PAST AND PRESENT 


R. Lee SmMitrH 


During recent years there has been con- 
siderable interest in policy wording in the 
life insurance field. Many companies have 
revised their contract language with vari- 
ous objectives in mind and many more 
are considering such action. These com- 
panies include firms of every size—small, 
medium and large. In almost every case 
one of. the major objectives has been a 
policy that has more appeal to both the 
policyholder and the agent. This article 
examines policies of both the past and 
present in an effort to determine the 
trends. 

Perhaps the first impression that the 
layman would get of the typical insurance 
policy of yesterday is its “legalness.” This 
“legalness” was apparent in several differ- 
ent ways. Practically all policies were on 
paper of a size and weight used for legal 
documents. Policies were often intention- 
ally made to look like savings bonds or 
stock certificates. No doubt this coincided 
with the temperament of the time, for 
banks and insurance companies were con- 
sidered (hopefully) to be towers of finan- 
cial strength. It may have been hoped that 
the insured would feel this strength and 
assume that the insurance company was 
doing a good job for him. 

The second area where the “legalness” 


R. Lee Smith, B.S., is Manager of LIFECO 


Insurance Company of America. A Fellow of 
LOMAI, Mr. Smith spent 18 years with Farmers 
New World Life, serving respectively as Assist- 
ant Secretary, Assistant Actuary, Assistant Con- 
troller, and Assistant Vice President. Formerly 
Chairman of the Western Planning Committee of 
LOMA and a member of the Actuarial Club of 
Pacific States, he had an important part in the 
writing of a more understandable policy for 
Farmers New World Life. 


was in evidence was in the wording of the 
policy itself. As is customary in legal 
writing, the sentences and paragraphs 
were long and involved. It was not un- 
usual to find sentences of 200 words. 
Paragraphs covered several inches. This 
too was in keeping with the legal concept 
of the policy. 

Another aspect of the policies of the 
past that would strike the layman was the 
lack of color and the lack of reader inter- 
est. The over-all impression was one of 
dullness and complexity. The layout of 
the type discouraged attempts to read the 
policy. The actual length of line was 5, 
6, or even 7 inches—far longer than the 
eye could easily follow. 

Still another significant feature of the 
policy was the words themselves. Where 
legal words were not used, even ordinary 
language became a mystery, because of 
special interpretation. Words familiar to 
the layman had unusual meanings which 
were difficult for a person unfamiliar with 
insurance to understand. 

A reader would immediately notice the 
“give it, take it away” technique. Some 
policies gave a benefit to the insured in 
one phrase or sentence and then took some 
of it away in a subsequent sentence. 
Others established a terminological ob- 
stacle course to be overcome before the 
benefit was apparent. This is still the 
case to some extent in insurance policies 
today, but attempts have been made to 
minimize it. This “give and take” tech- 
nique left the reader in a state of suspense. 
He never knew whether or not the benefit 
was his. 

The foregoing indicates some of the 
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problems built into insurance policies 
of yesterday. The results of this were 
rather far reaching. The general public 
felt that the insurance companies were 
hairsplitters, with many techniques for 
evading just claims. Even when members 
of the public did not feel companies were 
evading claims, they felt that there were 
too many technical angles, and all of them 
appeared to be to the company’s advan- 
tage. This attitude is still apparent to 
some extent and many letters received by 
insurance companies today reflect it. There 
is much evidence, however, that this at- 
titude is not as common today as it once 
was. 

A response to this problem which was 
made by many companies was “ask our 
agent.” “Don’t try to understand the 
policy yourself—ask someone who knows 
—we stand ready to help you.” Many 
agency forces capitalized on this and 
when the insured asked for help, he got 
help—and his insurance needs were re- 
surveyed. While there certainly is nothing 
wrong with re-surveying insurance needs, 
the policy should be written so that the 
insured can find out what he has pur- 
chased. There is no question that some 
aspects of policy construction can more 
easily be understood with help from an ex- 
pert, but most of the insurance policy 
should be understandable by the layman. 

The wording of these policies often re- 
sulted in an indifference on the part of the 
agent as to the exact product he was sell- 
ing. Many times in dealing with policy- 
holders it was apparent that the agent had 
completely ignored important phases of 
the policy, either intentionally or acciden- 
tally. Since insurance contracts were com- 
plex, it probably is true that the agent 
occasionally followed a path of ignorance. 
If the agent did not know precisely the 
benefit he was selling, how could the 
insured be intelligent in his purchase? 

As insurance documents became more 
and more “legalistic” they presented a 


challenge to certain types of individuals. 
Some persons with legal backgrounds 
were intrigued by the very intricacies of 
the insurance policy. Obviously there 
will always be differences of opinions as 
to what insurance contracts mean and ob- 
viously there will always be lawsuits re- 
garding such contracts, but some of the 
suits arose for no reason other than 
the complex and unusual wording used by 
the companies in their policies—wordings 
where the “give and take” philosophy was 
strong.! When an insurance company had 
bound a simple concept with a strange 
mixture of benefit and restriction the re- 
sponse by the courts was often to look 
for a simple and ordinary meaning to the 
document. When there was no simple 
meaning apparent, the courts found a 
meaning * —often to the disadvantage of 
the company. 

Insurance policies have not always been 
complex. Policies written 40 or 50 years 
ago were, in general, much easier to un- 
derstand than many present policies. In 
looking at old contracts, one is amazed 
at their brevity. True, the policies were not 
especially liberal, but in many instances 
they were reasonably easy to understand. 
The trend toward complexity of wording 
started in the 30’s and seemed to reach a 
peak in the 40’s and early 50’s. As insur- 


1A recent case before the United States Court 


of Appeal, Ninth Circuit, is an illustration of this 
point. The policy read in part “. . . except this 
exception shall not be applicable if the insured 
is a passenger with no duties aboard the aircraft 
while in flight . . .” Insured as sheriff had duty 
as observer for a “get away” car and was killed 
in crash. Court held that most reasonable inter- 
pretation would include insured within policy 
language as “passenger with no duties aboard air- 
craft while in flight.” Prudential Ins. Co. of 
Amer. v. Barnes 285 F 2nd 299 (1960). 

2 “Where a policy of insurance is so framed as 
to leave room for two constructions, the words 
used should be interpreted most strongly against 
the insurer. This exception rests upon the 
grounds that the company’s attorneys, officers, or 
agents prepared the policy, and it is its language 
that must be interpreted.” Liverpool, etc., Insur- 
ance Company v. Kerney 180 US 132, 136 
(1901). 
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ance laws became more complex and 
policies were revised, it took more and 
more precise words to express the neces- 
sary ideas. Lately this trend has been 
reversed and there is now a definite im- 
provement in policy language. 

A look at policies from two companies 
will serve to illustrate the trend. For ex- 
ample, consider the number of words in 
the surrender paragraphs of a medium- 
sized company. Its 1933 contract had 
160 words, the 1941 policy contained 205 
words and the 1950 one needed 415 words 
—but the 1960 policy used only 222 
words. The trend is illustrated very de- 
finitely; namely, policies in the 40’s and 
early 50’s seem to reach a peak of com- 
plexity. Incidentally, the 1950 contract 
had sentences far longer than the other 
contracts. 

The premium payments provision of 
policies issued by one large company had 
142 words in 1933, its 1941 policy needed 
286 words, the 1950 policy used 149 words 
and its 1960 policy contained 211 words. 
The 1960 revision would have been 
shorter than the 1950 policy if a new pro- 
vision for allowing changes in mode of 
premium payment had not been included. 
In this company, the 1941 contract is by 
far the most complex. Is there less “legal- 
ness” in contracts currently being issued? 
Are all contracts written with the insured 
as well as the company in mind? 

The present attitude of various com- 
panies is well illustrated by the way their 
current policy provisions are worded. 
Here are sections from the Policy Loan 
provisions of four different policies. As 
representative of the current thinking, ex- 
cerpts have been taken from the entire 
loan section. Note the change in emphasis 
from form to form. 

POLICY LOAN—The Company will grant 

a loan upon the assignment of this policy 

as security, provided the Cash Surrender 

Value is available and provided the policy 

is not being continued as Extended Term 

Insurance. If required by the Company, 


the policy must be presented for endorse- 

ment of such loan. 

As one reads this particular policy pro- 
vision, he is impressed that “The Com- 
pany” comes first. “The Company” will 
grant a loan upon assignment provided 
there is a value available and provided 
the policy is not on Extended Term Insur- 
ance. It appears that the company is very 
stringent. Since this is the opening para- 
graph on loans, it leaves the insured with 
a very definite picture. 

Here is a paragraph from a policy of a 
different company: 

A loan may be obtained from the Company 

on this policy except when it is in force 

under extended term insurance. The 
amount of the loan, together with any in- 
debtednesses, shall not exceed the loan 
value of this policy. A satisfactory assign- 
ment and loan agreement will be required. 

In this particular paragraph, the owner 
is not even mentioned. The general tone 
of the paragraph is matter of fact, with 
the thoughts contained in short sentences. 

Still another loan paragraph reads as 
follows: 

CASH LOANS—While your policy is in 

force other than as EXTENDED TERM 

INSURANCE you may make a loan for all 

or part of the cash value on the sole secu- 

rity and proper assignment of this policy. 

This loan shall include (1) all existing 

loans, (2) interest in advance to the next 

policy anniversary, and (3) any due and 
unpaid premiums. 

This provision has been personalized 
by the use of “your policy” and “you” 
may make a loan. The use of “you” and 
“your” gives a favorable impression. This 
provision is generally favorable and 
understandable. However, the opening 
clause does detract from the punch line, 
“you may make a loan.” 

A quotation from a fourth policy reads 
as follows: 

The Owner may borrow money from the 

Company upon completion of a form satis- 

factory to the Company assigning the 

policy as the only security for the loan. 
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Loans may be made at any time when a 
Loan Value is available and if the policy 
is not being continued on Extended Term 
Insurance. 


In this policy, “The Owner” is first. Not 
only is the owner first, but “The Owner 
may borrow.” Then the clincher is 
“money.” “The Owner may borrow mon- 
ey.” The position of the company is made 
subservient to that of the owner. The rest 
of the sentence regarding the “form satis- 
factory to the company” and “assigning 
the policy as the only security,” detracts 
only slightly from the initial emphasis of 
this paragraph. The next paragraph re- 
affirms the friendly feeling by stating 
“Loans may be made at any time . . .” Cer- 
tainly this sentence reinforces the feeling 
that the company is very liberal. 

Now the four paragraphs are compared 
in another particular. It will be noticed in 
the first quotation, that the policy must 
be presented for endorsement if the com- 
pany requires it. In the second and fourth 
“a satisfactory assignment and loan agree- 
ment” or “form satisfactory to the com- 
pany” will be required. In the third quo- 
tation, however, the formal requirement 
for the loan is boiled down to “proper 
assignment of this policy.” Once again, 
these wordings must indicate to the reader 
the attitude of the company toward the 
policyholder. It must be remembered 
that the subsequent paragraphs on loans 
may amplify or ameliorate the strength 
of the first paragraph to a certain extent. 

It may be of interest to note the num- 
ber of words in each of the four complete 
loan sections which include the portions 
previously quoted. In the first policy there 
are 402 words in the policy loan para- 
graphs. In the second there are 261, with 
part of the wording applicable to Auto- 
matic Premium Loans. In the third there 
are 166. In the last policy the number of 
words is 233. Policies with more words 
are not necessarily clearer than other poli- 
cies with less words. If 40 per cent of the 


words will do the job, probably the job 
is done better with 40 per cent of the 
words. 

Another interesting comparison between 
the four complete loan sections is in re- 
gard to the splitting of words at the end 
of lines. This again is another area in 
which the reader is kept in mind. The 
first and third have words split while the 
second and fourth do not.* Here a simple 
instruction to the printer results both in 
better appearance and easier reading. 

It may be suggested that these para- 
graphs from loan sections are not typical. 
It is possible to discuss the attitude of 
the company just as well in other sections 
of the policy. For example, consider four 
different sections on premium payments. 
Here is a very short paragraph covering 
the subject: 

The premiums on this policy are payable 

in advance at the Home Office of the Com- 

pany, or to an agent of the Company. 

Premiums may be paid annually, semi- 
annually, quarterly or monthly, with the 
consent of the Company, in accordance 
bm the Company’s published rates there- 
or. 


This is brief and to the point. Note 
however the phrase “the Company.” In 
just two sentences it appears four times. 
There is no mention of the insured but 
“the Company” is certainly made to ap- 
pear prominent. 

Here is the same section is another 


policy: 


All premiums are payable in advance on or 
before their respective due dates at the 
Home Office or to any duly authorized 
Cashier of the Company, in exchange for a 
receipt signed by the President, a Vice 
President, the Secretary or Treasurer, and 
countersigned by said Cashier. Premiums 
are payable as specified on page three of 
this policy except that, upon written re- 
quest and subject to the Company's ap- 
proval, premiums may be made payable 
%It was impossible to reproduce exactly the 
sections referred to. Therefore the actual word- 
splitting does not appear in the illustrations given 
here. (Editor’s Note) 
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quarterly, or 


annually, 
monthly at the Company’s rates applicable 
to this policy, provided each premium 
amounts to at least $10. 


semi-annually, 


The first sentence is 47 words long and 
it is followed by a sentence even slightly 
longer. The construction would be much 
easier to understand if the thoughts had 
been split into smaller units. Note this 
statement, “a receipt signed by the Presi- 
dent, a Vice President, the Secretary or 
Treasurer, and countersigned by said 
Cashier.” Does the insured care for the 
list of all these titles? The reader may 
draw his own conclusion. Consider an- 
other point in relation to this section. It 
is a benefit to the insured to be able to 
change the mode of premium payment. 
The contract quoted makes this benefit 
sound almost like a restriction. “Premiums 
are payable . . . except that upon written 
request and subject to the company’s 
approval, premiums may be paid . . .” 
(Emphasis added. ) 


Here is an excerpt from another policy: 


Premiums are payable either at our Home 
Office or to one of our authorized agents. 
We will furnish a receipt, signed by our 
Secretary, for each payment. You may pay 
annually, semi-annually, quarterly, or 
monthly if your premium is at least $10. 
Your mode of payment may be changed 
at the beginning of any policy year. 

Here are just 56 words divided into 4 
sentences. This is easy to read and easy for 
the insured to understand. In addition, the 
benefit of change of mode reads like a 
benefit. One drawback to this policy is 
its first sentence. It is so matter of fact 
about “Premiums are payable . . .” that 
the first impression is not too favorable. 

By way of contrast, the following policy 
has a well designed first sentence: 


The first premium for this policy has been 
paid. All other premiums are payable on 
or before their due dates at the Home 
Office or to an authorized agent. An official 
receipt signed by an executive officer of 
the Company and duly countersigned is 


available on request. Change of frequency 
of premium payment to annual, semi- 
annual, or quarterly at the Company’s pub- 
lished rates for this policy will be effective 
upon acceptance by the Company of the 
premium for the changed frequency. 

A salesman must have designed this 
policy for it starts by saying “The first 
premium for this policy has been paid.” 
Like water in a desert—a premium has 
been paid. Some companies use the policy 
as a receipt for the first payment, some 
do not, but in this instance, the first sen- 
tence makes the paragraph. Then, the 
receipt is available on request. This 
sounds friendly and favorable. Much 
more so than some sentences that read 
“, . « premiums are payable .. . in ex- 
change for a receipt . . .” The basic ideas 
are similar but one sounds favorable while 
the other does not. 

Policies do differ from company to com- 
pany. At the moment, no company has a 
monopoly on good wording or on poor 
wording. More and more companies are 
writing their contracts with the insured 
in mind. They feel that a policy can 
sound favorable while still being specific 
and providing adequate protection for the 
company. 

The trends in life policy wording may 
be summarized in this way. Prior to the 
30's, policies were simple documents. 
During the next two decades they became 
complex and legalistic. Now the trend is 
away from “legalness.” The trend is to 
have a policy that is understandable to 
the insured, to the agent, and to the court. 
The trend is to encourage the buying 
public to read and understand what it is 
getting. This trend in the insurance in- 
dustry is similar to the functional trends 
in many other activities. Just as the trend 
in automobiles and architecture has been 
from a simple product to a complex prod- 
uct and to a functional product—so the 
trend is the same in life policies. 

The policies of the past are gone, 
locked in safe deposit vaults across the 
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country. The contracts already written 
are, however, a base for the future. There 
have been significant forward steps in re- 
cent years. Life contracts, so frequently 
the butt of humor, so frequently con- 
nected with the “Philadelphia lawyer,” 
are changing. All life insurance contracts 
are not clear and succinct, indeed not, but 


a definite trend is that direction has been 
established. Many companies, large and 
small, are concerned with the views of the 
public and are working toward the same 
goal which can be achieved only by con- 
tinuous effort. The industry is moving to- 
ward the goal of a clear, concise, and 
friendly contract. 








COMMUNICATIONS 


Comments on "The Reinsurance Game—A Tool for 
Education and Research" by Knud Hansen* 


Professor Hansen’s article on The Re- 
insurance Game is quite interesting and 
suggests what well may be a profitable 
device for improving the quality of in- 
surance education and conceivably for 
finding out more about how human be- 
ings behave in relation to conditions of 
risk and uncertainty. The article certainly 
should be a significant contribution to in- 
surance thinking. 

Since this topic has been dealt with so 
little and there is practically no litera- 
ture on the subject, it is difficult to crit- 
icize constructively. The reviewer’s main 
comments will pertain to the choice of 
the loss distribution in the model and 
to the possibilities of making use of the 
model for research purposes. It is difficult 
to identify the rationale of the author in 
setting up the model in such a way that 
expected underwriting profit is propor- 
tional (whatever that means) to the 
standard deviation of the loss distribu- 
tion. In a real situation it is probable that 
expected underwriting profit would vary 
very considerably among companies, de- 
pending upon underwriting standards, 
claims procedures and other policy and 
operational differences. Similarly, com- 
pany resources would vary to a very 
great degree. It seems that if the differ- 
ent companies were allowed to vary in 
size and in profitability, it might be pos- 
sible to make greater use of the model to 
test how company managements might 
react under these varying circumstances. 


* Mr. Hansen’s article appeared in the June, 
1961 issue of this Journal. 


A major difficulty is that the objectives 
of the players do not seem to be defined 
clearly. The assumptions seem to be that 
the growth and resources of the company 
over the period is the main determinant 
of success. This seems to assume that suc- 
cess can be measured in monetary terms, 
which is the equivalent of assuming that 
the utility of money is linear. Much lit- 
erature over the last two hundred years 
has been devoted to questioning this 
concept and suggesting other functions 
for the utility of money. The suggestion 
at the end of the article that penalty 
points be assessed in some way for undue 
variation from average results, introduces 
another objective. Perhaps a similar ob- 
jective could be incorporated into the 
basic model by requiring the payment of 
regular dividends to stockholders where 
possible. 

A recent article in the ASTIN Bulletin? 
discusses the problem of reciprocal rein- 
surance treaties from the game theory 
standpoint dealing with only two com- 
panies. The paper demonstrates rather 
conclusively that the optimum treaty 
under such circumstances depends upon 
the utility functions for money of the two 
companies and their respective attitudes 
towards risk. Of course, these attitudes 
are quite related, and by a process of in- 
difference functions can be thought of as 
equivalent. By establishing in advance 
different utility functions for money for 


1 Borch, Karl, “Reciprocal Reinsurance Treat- 
ies”, The ASTIN Bulletin, Vol. I, Part 4, De- 
cember 1960, p. 170. 
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various companies, it might be possible 
to make use of the game to derive con- 
clusions as to human behavior under such 
varying circumstances. Of course, if some 
method could be devised to permit the 
participants to play with real money, 
their motivation might be increased. The 
monetary return will, of course, be in such 
small amounts that the players’ utility 
functions for money would be linear over 
this range: However, the function for the 
company which the player represents 
need not be linear, as the payoff to the 
participants could be set up as some non- 
linear function of company profit or com- 
pany surplus at the end of the game. 
The reviewer's main criticism of the 
model as such relates to the choice of the 
loss function. The total loss distribution 
of a company is a compound distribution, 
as has been pointed out many times in the 
European literature with which Profes- 
sor Hansen should be familiar. These 
compound distributions are difficult to 
evaluate but stochastic models could be 
produced fairly easily by use of electronic 
computers.? This reviewer has been un- 
able to see the connection between the 
compound distribution as found in insur- 
ance and the author’s choice for the loss 
distribution. He assumes that the average 
size of the small loss remains constant and 
the number is normally distributed. 
Similarly, he assumes that large losses 
may take only a small number of values 
and the number of losses of each value is 
Poisson distributed. It would be interest- 
ing to see how the loss distribution pro- 
* For a discussion of the compound distribu- 
tion see Dickerson, O. D., “Loss Distributions in 


Now-Life Insurance,” in the September 1961 
issue of this Journal, and sources there cited. 
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duced according to these assumptions 
compared to one produced by assuming 
a compound distribution with (say) the 
number of losses Poisson distributed and 
the amount of individual losses distrib- 
uted according to a log-normal curve. 
The reviewer feels strongly that the lat- 
ter distribution would be more typical 
of a real insurance situation. As indi- 
cated above, data sheets for the game on 
these assumptions could be computed 
quite readily by electronic data process- 
ing techniques. 

However, all of these comments relate 
to possible improvements and refinements 
of the reinsurance game. Some of them 
are designed to improve its usefulness as 
an experimental device to attempt to test 
how human beings react to conditions of 
uncertainty. The author’s game represents 
a first approximation and it is perhaps 
unfair to judge it on a basis of an ideal. 
As a first approximation, it is excellent 
and Professor Hansen is to be commended 
for his work. It is to be hoped that this 
article will stimulate more thought along 
these lines and the development of more 
refined models. One fruitful approach 
might be to combine the stochastic game 
as described by Professor Hansen with 
the more common decision type game 
which has become so popular in recent 
years. Since in any field of inquiry, the 
number of questions seems to increase as 
some power of the number of answers, 
there should be plenty of room for further 
research in this area. 

O. D. Dickerson, Ph.D., C.P.C.U., 
C.L.U., F.C.AS., Florida State Uni- 
versity, Tallahassee, Florida 


Author's Reply 


Dr. O. D. Dickerson in his comments on 
my article on The Reinsurance Game 
deals with some important problems in an 


interesting way. I would like to make a 
few further comments on the two aspects 
discussed by Dr. Dickerson, viz. the use 
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of the model for research purposes, and 
the choice of loss distribution in the 
model. 

Although both education and research 
were mentioned in the title of the article, 
the author admits that it should be stressed 
that when constructing the model, he had 
the education and training application in 
mind. Therefore, he decided to let the 
companies start the game with an equal 
net capital and with profit margins that 
were equal relative to the fluctuability of 
the portfolios as measured by their stand- 
ard deviations. This, of course, was not 
in accordance with the realities of the in- 
surance market. The assumptions were 
chosen only to give the competitors of the 
game an equal and fair starting point as 
far as possible. It should be stressed, 
however, to the participants, that the 
game, although competitive by nature, is 
not so in the same way as an athletic 
contest. The loss results of the five years 
that are presented to the players before 
the game begins, may, due to random 
fluctuations, be more or less lucky, com- 
pared to the loss result expectations. The 
players, however, cannot discover this 
until a further number of years has passed, 
and in the meantime the random devia- 
tions will have affected the treaty con- 
ditions that the players are able to negoti- 
ate. 

The author agrees with the reviewer 
that the assumptions of the game should 
be modified along the lines suggested, if 
the game is to be used for research pur- 
poses. Presumably each research task will 
require some appropriate modifications 
which a skilled researcher will be able to 
find out himself. It is to be hoped that 
it will be possible in that way to do work 
concerning the utility of money and risk 
behavior in the insurance field. This could 
supplement the more general results ob- 
tained in recent years mainly by psychol- 
ogists and some economists. 

The author also agrees with the re- 
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viewer that it would have been possible 
to simulate even more realistic loss result 
distributions if a computer has been avail- 
able. He is not all sure that this would 
have been worth while, as it might result 
in certain necessary, but undesirable re- 
strictions. 

Mr. Gunnar Benktander, Vice President 
of The Atlas Reinsurance Company of 
Stockholm, in a private communication to 
the author, tells that he has decided, in 
a version of the game to be used for 
training purposes in his company, to simu- 
late (by computer ) the size of each indivi- 
dual loss above a certain sum. He will 
work from the assumption that the size 
distribution of individual losses may be 
approximated by the function y = ax? 
(the Law of Pareto), where x stands for 
the expected number of losses above the 
loss size y, and where, therefore, the 
parameter a indicates the expected size 
of the biggest loss of each year (x=1), 
and b is a negative number that describes 
the steepness of the loss size distribution 
of each portfolio. From this assumption it 
is easy to get the computer to write out the 
amounts of the individual losses when the 
two parameters, a and b, and a table of 
random numbers have been stored in the 
computer’s memory. But then the real 
difficulties begin, as it is unthinkable that 
the computer, before the game, can be 
programmed to compute the results of 
any kind of reinsurance contracts that the 
players might want to conclude. One, 
therefore, has either to restrict the players 
to certain limited forms (in Mr. Benk- 
tander’s game, excess of loss treaties), or 
to ask them to do all the clerical work 
themselves. In this case, this work will be 
rather time-consuming, whereas, in the 
simplified model of the author, there: is 
little routine work to be done before the 
participants can concentrate on the impor- 
tant aspects of the game: analysis (of re- 
sults and reinsurance needs) and negotia- 
tion. 
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The justification of the simplified loss 
distribution of the author depends on its 
reality, i.e. its connection with the com- 
pound distributions referred to by the 
reviewer. It seems appropriate to make 
some remarks on this connection which 
the reviewer declares himself unable to 
see, presumably because the author dealt 
with the loss size distribution in one 
single sentence in his article. The reviewer 
accepts the idea that the annual total 
numbers of losses are Poisson distributed, 
and therefore will also agree that the 
numbers of losses in a certain amount in- 
terval may also be considered as Poisson 
distributed. To produce the finest possible 
approximation from this assumption 
would require the consideration of indefi- 
nite amount intervals, which is impossible 
for practical purposes. The author, there- 
fore, has chosen to work with six amount 
intervals and to consider all losses of each 
interval as being equally large. As to the 
first interval, called “small losses”, he, fur- 
ther, has assumed their number to be so 
big (> 100) that the normal distribution 
may be used as a satisfactory approxima- 
tion to the Poisson distribution. This again 
means that the normal distribution can be 
applied directly to the annual total loss 
amounts of the interval. 

To evaluate the procedure now de- 
scribed, it is necessary to consider two 
problems: the choice of loss size distribu- 
tion, and the effect of the limitation of 
amount intervals and of the standardiza- 
tion of loss value within an interval. As to 
loss size distribution the author, as does 
Mr. Benktander, uses the Law of Pareto. 
Empirical evidence, supplied by M. Thé- 
paut! and others, proves that this func- 
tion is an excellent approximation to the 
distribution of all losses except the 
smallest and the very biggest. The au- 
thor’s use of a limited number of loss size 
values means that he really uses a discon- 
tinuous approximation to the function. 
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To analyze a simple illustration of the 
method, let us assume that the expected 
loss size distribution of losses of amounts 
between $600,000 and $18,750 can be de- 
scribed by the Pareto function 


y = ‘ x—® 5, 


from which follows 
x = (18,750<y <600,000) 

Now, let us tabulate this function for 
some values of y, and consider the losses 
within the amount intervals limited by 
successive values of y. 

In this table the expected total loss 
amount of an interval (x, — x,) is found 
from ,,{** ydx. The variance of the an- 
nual total loss amounts of the interval is 
found from ,, f*? y*dx, if the loss size dis- 
tribution is assumed to follow the con- 
tinuous Pareto distribution. The variance 
of the interval, if all losses are assumed 
as being equally big, is equal to the ex- 
pected number of losses multiplied by the 
square of the loss size. 

The author, in his application of the 
model, in order to maintain the realism 
of the game, has varied the ratio between 
the expected loss numbers of successive 
intervals, as illustrated by the ratio 4 in 
column 3 of the table, between the limits 
found in insurance experience. The very 
good correspondence between the vari- 
ances of the two last columns pi ~ves that 
the dispersion of the annual total loss re- 
sults is only slightly affected by the stand- 
ardization of loss value within intervals. 
The model, therefore, also seems quite 
realistic as to dispersion. In short, the 
standardization does not seem to restrict 
the realism of the important aspects of 
the game. It is, therefore, no disadvan- 
tage. On the contrary, it vastly facilitates 
the construction and the play of the game. 


1 André Thépaut, “Le traité d’excédent du coit 
moyen relatif”, Paris 1950, p. 15 and pp. 56-57. 
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number of number of total loss average - 
Loss size losses > y losses in amount of size of Continuous Discontinuous 
(y) (x) interval interval losses distribution distribution 
$600 ,000 1/12 
1/4 $100 ,000 $400 ,000 41,589 40 ,000 
300 ,000 1/3 
1 200 ,000 200 ,000 41,589 40 ,080 
150 ,000 4/3 
4 400 ,000 100 ,000 41,589 40 ,000 
75 ,000 16/3 
16 800 ,000 50 ,000 41,589 40 ,000 
37 ,500 64/3 
64 1600 ,000 25 ,000 41,589 40 ,000 
18 ,750 256/3 





1 In millions. 


In conclusion, I want to express my 
thanks to Dr. Dickerson and the Editor 
for having given me this occasion to elab- 
orate on a topic I neglected in my article. 
I am very grateful to Dr. Dickerson for 
his valuable comments on the research ap- 
plication. It has been a real pleasure to 
note the interest expressed by Dr. Dicker- 
son and in private communications I have 
received from many countries following 
the publication of the article? I hope 
that this means that many others will join 


the efforts to develop games that are suit- 

able for insurance training and research. 
Knud Hansen, Copenhagen 
School of Economics and 
Business Administration. 


2 Editor’s Note: Professor Hansen has already 
received correspondence relative to the original 
article, from readers in Britain, Canada, Mexico, 
Venezuela, Germany, Belgium, Holland, Spain, 
India, Australia and the United States. Many of 
the correspondents are planning to use The 
Reinsurance Game in their courses. This cor- 
respondence was stimulated by the original 
article or by a reference to it in the Post Maga- 
zine and Insurance Monitor. 











PUBLICATIONS AND RESEARCH 
THE $.0.B.'s! 


A Review Article on Higher Education for Business* 
by Robert Aaron Gordon and James Edwin Howell 
and The Education of American Businessmen*® by 
Frank C. Pierson and others 


O. D. Dickerson 
Florida State University 


“It is the peculiar quality of a fool to perceive the faults 
of others and to forget his own”—Cicero 


“Why beholdest thou the mote that is in thy brother's eye, 
but considerest not the beam that is in thine own eye” 





Prologue 


Starting with the two books which are 
the subject of this review, both published 
in 1959, the schools of business have been 
under intense study, if not attack, from 
many diverse quarters. The discussion has 
spread even to such scholarly journals as 
the Saturday Evening Post which recently 
carried an attack on Yale, circa 1921 by 
the well known educator, William Ben- 
ton. Reams*® have been written on the 


1 Lest readers be led astray by the title (or 
tenor) of this article, it must be pointed out that 
the initials stand for schools of business. This 
terminology is gaining favor in a number of 
circles although it has not received the sanction 
of the Commission on Insurance Terminology. 

2 New York: Columbia University Press, 1959. 

3 New York: McGraw-Hill Book Co., Inc., 
1959.. 

4 Benton, William, as told to Frank, Stanley, 
“The Failure of the Business Schools,” Saturday 
Evening Post, Feb. 18, 1961, p. 26 passim. It 
has been suggested that if Mr. Benton had at- 
tended a good school of business in 1961 he 
possibly might have been able to write his own 
article. This, however, does not necessarily fol- 
low, since it is impossible to distinguish problems 
of inculcation from problems of retention. 

5 About 2% in these two volumes alone. 


—St. Matthew vii. 3 


topic and the reader well may wonder 
what another halfquire possibly could 
contribute. 

The reader also well might wonder why 
a review article appears more than two 
years after the subject books were pub- 
lished. The explanation for this lead-and- 
lag situation might be developed in terms 
of allowing the “dust to settle” so that 
these works could be viewed in fuller 
perspective. More frankly, however, it 
took the book review editor about six 
months to persuade the reviewer to under- 
take the obligation and it took the re- 
viewer about a year and a half to read 
the books.* In this case the reading went 
extremely slow since the reviewer con- 
tinually got too bored or too angry to 
continue. Any additional lapse of time can 
be attributed to the reviewer allowing a 
cooling off spell so that he could write 
this article in a calm, objective, dispas- 
~ ©The reviewer considers it unsporty to write 
review articles or reviews without reading the 
books first. Admittedly this often is painful, but 
perhaps this excess of zeal can be attributed in 
part to masochism. 
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sionate manner with no hint of partisan- 
ship or rancor. 

Both books are wordy, repetitive and 
boring. What they have to say could have 
been said better in half the space, or less. 
Fortunately, it is not necessary for any 
but the most dedicated and the most 
masochistic to wade through this Serbo- 
nian Bog of verbiage. Most of what the 
authors had to say has been said better in 
only 44 pages by Leonard S. Silk, Senior 
Editor of Business Week.*? Mr. Silk does 
an excellent job of summarizing the gist 
of the Gordon-Howell and Pierson® re- 
ports. He and the C.E.D. have contributed 
greatly to human welfare by sparing 
countless readers the pain of reading the 
original reports.® Unfortunately, his sum- 
mary does nothing to change the original 
reports’ conclusions. 

For the occasional reader who neither 
has read the reports or the C.E.D. sum- 
mary nor plans to, the main conclusions '° 
of the two reports are summarized here: 
(after Silk). Business schools are said to 
be characterized in genera! by fragmented 
curricula, overspecialization, low stand- 
ards, low-calibre students, poor teaching 
methods, low-calibre faculties and a dis- 
tressing lack of research activity. Aside 
from these minor joints, they presumably 
are in good shape. This is something like 
saying that most people are stupid, over- 
weight, improvident, have low sexual 
standards and dental caries and spend too 
much time watching television. Even if 
true,™! such statements are of little value 
apart from suggestions for improvement. 
~The Education of Businessmen, New York; 
Committee fer Economic Development, Decem- 
ber 1960 (C.E.D. Supplementary Paper No. 11). 

® Henceforth, these will be cited as G-H, P, 
and § (for Silk) respectively. 

® Moreover, the brochure is free, which is more 
than can be said of the original reports. 

10 Or perhaps premises. Vid. inf. p. 109. 

11 These statements are true in the example as 
to humanity. This is an example of the frequently 
neglected principle that normality and desirabil- 
ity rarely are synonymous. 
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Incidentally the main method chosen in 
both studies to support these allegations 
was the “case study” method of citing hor- 
rible examples.!2 This technique also 
could be used to present a rather discour- 
aging picture of humanity. 

More nearly constructively, the authors 
advocate the following changes: 


1. Academic Standards should be 
raised. 

2. Admission requirements should be 
tightened. 

3. Overspecialization and vocation- 
alism should be reduced. 

4. More liberal arts courses should be 
required. 


5. There should be more stress on 
“foundation courses.” 

6. Professional courses (i.e. speciali- 
zation) should be deferred at least 
to the masters level, preferably to 
the Ph. D. level or beyond. 

7. Doctoral programs should be im- 
proved but should emphasize “re- 
search tools” rather than subject 
matter. 

8. Business research should be im- 
proved. 

9. The organizing concept of business 
education should be “managerial 
decision making” presumably in a 
world untroubled by principles or 
data. 

10. Despite all the rigidity implied by 
the above, diversification and ex- 
perimentation should be encour- 
aged. (The authors back this up 
with suggested model curricula. ) 

11. As an afterthought, the problem is 
linked to that of improving higher 
education in general. 


Some of these will be alluded to more 
fully below in connection with an analysis 


12 This is the technique used by the “Sunday 
Supplement” type of writer who uses sensation- 
alism to discredit insurance. See this reviewer's 
note, “Insurance Articles in the Popular Press,” 
Journal of Insurance, Vol. 24, No. 4, p. 89. 
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of the dangers presented by these studies. 

The reasons for writing more on such 
an abundantly written up topic ™* are first 
of all, to attempt to refute these two 
studies insofar as space allows.'* Their 
reception in most circles has been charac- 
terized by obeisance rather than objec- 
tivity, let alone objection to their authors’ 
manifest obsession. Further, it is appro- 
priate in this Journal to analyze the degree 
to which the authors discuss or fail to dis- 
cuss insurance. Finally it is necessary to 
point out some of the perils and hazards 
which these studies, and worse, their care- 
less interpretation, present to collegiate 
business education. Where better, than in 
a Journal of Insurance to analyze these 
perils and hazards and the associated risks 
of material loss? 


Monologue 


The authors suggest, as alternatives to 
the traditional functional approach to 
business education, three organizing con- 
cepts or methods of integration. These 
are the case method, the environmental or 
behavioral science approach and the 
scientific managerial decision making ap- 
proach. Nowhere do they even consider 
the industry approach as an organiza- 
tional method. Loman has pointed out 
how risk and insurance can serve as the 
integrating framework for business educa- 
tion.* For that matter, neither of these 
reports recognizes the fundamental dis- 
tinction between the three types of course 
customarily offered in schools of business. 


13 It is understood that the Committee for Eco- 
nomic Development has commissioned another 
study of the S.0.B.’s. Blessings without end! It 
is to be hoped that this study will be free of the 
flaws of its predecessors. 

14 This reviewer also hopes to refute Einstein, 
but not this week. 

15 If this were a review of only one of these 
books, it might have been entitled “The Perils 
of Pierson.” 

16 Loman, Harry J., “The Insurance Curricu- 
lum”, Journal of Insurance, Vol. 26, No. 1, p. 1. 
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These three types are the industry cen- 
tered subject matter areas, like insurance, 
the functional areas such as marketing and 
finance and the “service” or “tool” areas 
like accounting, statistics and business 
law. Of course, each of these types over- 
laps the others to some degree. Risk bear- 
ing is certainly an important function of 
any business and insurance buying in- 
volves specialized tool techniques. On the 
other hand, certain types of business, such 
as retailing or banking are devoted largely 
to a single functional area and certainly 
there are specialists and specialist firms 
in accounting, statistics and law. The 
problem of organizing a business curricu- 
lum and choosing between the functional 
or industry approach is parallel to that 
of the choice between the line and func- 
tional approaches to organizing insurance 
curricula. In the insurance application, 
this choice has been discussed fully in 
this Journal. Space precludes a discussion 
of the choice as applied to business schools 
in general, but suffice it to indicate that 
there are valid arguments on both sides 
and two such monumental reports well 
might have considered the question. 

Since this is a review article, it will not 
deal with the positive arguments for in- 
surance as a field of study nor with the 
appropriate organization of insurance cur- 
ricula at various levels and in various 
types of school." For a paper of this type, 
it is more appropriate to survey the ex- 
tent to which these reports considered or 
failed to consider the peculiar problems of 
insurance as a field of study. Except en 
passant, references to insurance are few 
and far between in both books. 

In developing their model curricula 
neither team of authors included (or ap- 
parently even considered including) in- 


surance as a “core” course. Indeed, their 


17 For this reviewer's thoughts on these sub- 
jects, see: “The Insurance Curriculum—Retro- 
spect and Prospect”, in the as yet unprinted 
Fall, 1959 issue of The Journal of Insurance. 
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prime motivation seems to have been to 
expand the requirements in economics ** 
and there seems to have been little 
thought devoted to what else belonged in 
the core. Apparently they were influenced 
mainly by the frequency with which vari- 
ous core courses appeared in existing cur- 
ricula.!® 

Gordon and Howell briefly discuss the 
“special needs of particular industries” 
(pp. 89-91) and decide that there is no 
such thing. “None of the four insurance 
companies interviewed emphasized col- 
lege training in insurance, although one 
admitted its branch offices took a different 
attitude” (p. 89). Their sample of college 
placement officers indicated that recruiters 
showed a strong preference for insurance 
majors in two cases, some preference in 
eleven cases and “little or no preference” 
in twenty-one cases. The usefulness of 
these figures is minimal, however, without 
some indication of how many of the 
schools offered an insurance major. Per- 
haps the recruiters long since have learned 
that it is futile to demand that which is 
unavailable or in very short supply. Cer- 
tainly, there is no dearth of good offers 
for the insurance majors our schools do 
produce. Another survey, (p. 216), indi- 
cated that only 3 per cent of undergradu- 
ate business students major in insurance. 

They recommend (pp. 214-6) reducing 
the number of permitted major fields to 
five or six, not including insurance. This 
will not cause severe dislocations since 
“fewer than 20 per cent of all business 
students would be affected.” This is some- 
thing like not worrying about a nuclear 
war because the country would suffer 
only 35 million fatalities. On page 160, 
they refer to “. . . compound interest, 
annuities . . . and other esoterica which 
are embarrassingly sub-collegiate or will 
~~ 18 All three of the main authors are economists, 
by coincidence. 


19 This is an example of the common fallacy 
that the normal is good. See note 11 supra. 
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be of value only to one graduate in a 
hundred.” 7° 

Insurance is cited as a horrible example 
(between advanced salesmanship and ele- 
mentary typewriting ) as follows: “not only 
principles of insurance, but also separate 
courses on life, property, fire, casualty, and 
other types of insurance, not to mention 
claims procedure, agency management, 
and the tax and legal aspects of insur- 
ance .. .” (p. 139). Later, they group 
insurance somewhat differently: “If trans- 
portation, real estate, insurance, utilities 
and insurance are lumped *! together into 
a conglomerate field, ‘industry’, then we 
can say that this field is the worst offender 
in terms of proliferation.” It is always 
easy to make these sorts of comment about 
a field—particularly someone else’s—es- 
pecially if the comment is accompanied 
by neither knowledge nor analysis. For 
example: “Nor only principles of econom- 
ics, intermediate and advanced econom- 
ics but also economic problems, economic 
analysis, money and banking, advanced 
money and banking, economic problems of 
Latin America, investments, economic de- 
velopment, Soviet economic systems, eco- 
nomic functions of the state, public fi- 
nance, international trade and finance, his- 
tory of economic thought, national income 
and employment, business cycles and fore- 
casting, not to mention price theory, semi- 
nar in economic functions of the state, 
monetary theory and monetary policy, 
seminar in labor problems, seminar in pub- 
lic finance, seminar in international trade, 
seminar in history of economic thought, 
seminar in business cycle theory and di- 
rected individual study.” The area of eco- 

2° One in a hundred sounds like a substantial 
proportion. Measured by membership in the 
Casualty Actuarial Society, there are only 362 
casualty actuaries in the United States, yet they 
bear a substantial responsibility. For that matter, 


there is only one President of the U.S., and there 
was only one Einstein. 


21 The choice of verb seems singularly appro- 
priate in the context. 
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nomics was selected for this actual illustra- 
tion since that is the field of the authors 
whose works are being reviewed. Had 
space permitted, this reviewer would 
have enjoyed the same type of approach 
to the area of music, where the same 
university lists 157 courses.22 Who's pro- 
liferating? 

Pierson, et al. similarly give little atten- 
tion and no favorable attention to insur- 
ance. The term is referred to only twice 
in their index, but the Million Dollar 
Round Table is cited seven times. They 
indicate that “By the post war period . . . 
Some of the other frequently chosen 
majors were secretarial science, personnel, 
insurance and retailing.” (p. 51). They 
devote considerable space to a survey of 
Million Dollar Round Table members 
which indicates that 77 per cent of this 
group wished they had taken more work 
in insurance in college (p. 111, ff.). When 
asked what courses they would recom- 
mend for a young man planning an in- 
surance career, 25 per cent mentioned 
general insurance, 25 per cent life insur- 
ance and 23 per cent advised taking all 
available insurance courses. From this, 
the author concludes that “Business 
schools could hardly derive much guid- 
ance from such mixed findings.” (p. 112). 
Later, he concedes that “an actuary in an 
insurance company, for example, must 
have certain preparation in mathematics.” 

This about completes the summary of 
the consideration given to insurance as a 
field of study by these authors. From this, 
one might conclude that the reports have 
little validity for or importance to the 
area of insurance or to this Association. 
There is no well organized concerted or 
profound attack on insurance. Indeed it 
is dismissed so cursorily that one wonders 
~#2No implication, snide or otherwise, is in- 
tended as to the merits of any or all of these 
courses. This reviewer realizes that one cannot 


evaluate any course without examining its con- 
tent in detail. 


if the authors thought about it at all.%* 
However, distressing as it may be, most 
insurance departments and insurance 
courses are parts of schools of business. 
Any attack on schools of business thus is 
an attack on insurance. As a discipline in- 
volving a relatively small number of 
teachers and an area which is little under- 
stood by the general public or other 
faculty members, including economists, 
insurance is particularly vulnerable. This 
is especially true since the main tenor of 
these two studies is to emphasize reduced 
specialization, more integration, less sub- 
ject matter and more “decision making in 
a vacuum.” Uncritical actions based on 
what these studies conclude (or worse, 
what someone thinks they conclude) can 
present grave dangers to insurance in- 


dustry and to society. 
Catalogue 


Since insurance is concerned with the 
analysis of risk, perils and hazards it is 
appropriate in this Journal to point out 
and analyze briefly some of the pitfalls, 
perils, hazard and dangers which these 
reports present—both to the area of in- 
surance and to business education in 
general. 

Myopia or incomplete Analysis 

The problem of the near-sighted ap- 
proach of these two reports has been in- 
dicated above in describing the cursory 
treatment accorded to the field of insur- 
ance. Many other areas, such as Real 
Estate, received equally brief treatment. 
Another example of this is the discussion 
of whether business is a profession. Gor- 
don and Howell discuss this question the 
more completely, listing as four criteria of 
a profession, a systematic body of knowl- 
edge, standards of professional conduct, 

*3 Of course, this very neglect may indicate a 
certain contempt. If so, obviously it is bred in 
this instance from unfamiliarity rather than 


familiarity. 
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an association of members which enforces 
standards and prescribed ways of attain- 
ing professional competence.** They con- 
clude that business is not a profession 
since it meets only the first of these cri- 
teria. What they largely fail to recognize 
is that business is not a profession but a 
multitude of distinct professions together 
with some activities which do not yet 
warrant the term. In insurance alone, 
there are at least four professional desig- 
nations with associated societies which 
meet all of these criteria. They are of 
course, the designations of C.L.U., C.P.- 
C.U., F.S.A., and F.C.A.S.*5 In many other 
areas of business similar circumstances 
prevail. 

This attitude toward “business” as an 
amorphous area pervades both books and 
is at the root of many of the authors’ mis- 
interpretations. For example, “We start 
from the basic position that, particularly 
at the undergraduate level, business itself 
is enough specialization.” ** 


The Foregone Conclusion 


The above quote is indicative of an- 
other prevailing tendency throughout both 
books. It appears frequently as though 
the authors had decided in advance of 
the study what their conclusions were to 
be and sought, organized and presented 
their data with this goal in mind. This 
attitude is less immediately evident in the 
Pierson book, but one gains the same im- 
pression. Reasoning from conclusions to 
premises is appropriate in political cam- 
paigns, advertising and similar propa- 
ganda activities, but is hardly the sort of 
intellectual activity that should be en- 
couraged in our colleges or in books about 
them. 


The Green-Eyed Monster 
It is unfortunate that the general pub- 


*4 G-H, pp. 69-73, S, p. 9. 
*5 Listed in order of size of membership. 
26 G-H, p. 134, emphasis supplied. 
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lic, and indeed many college and univer- 
sity people, think of economists and busi- 
ness professors as coterminous and coex- 
tensive groups. Although their academic 
backgrounds usually are similar and many 
if not most business professors holding 
terminal degrees received them in “eco- 
nomics,” there still is a real gap. Most 
departments of economics are parts of col- 
leges of arts and sciences rather than of 
schools of business. Even at the doctoral 
level, there is a substantial distinction be- 
tween those who major in economic the- 
ory and students in the “applied fields,” 
i.e. business. In subsequent intellectual 
development, the gap grows. The econo- 
mists tend to concentrate (or deconcen- 
trate?) on problems of macro-economics, 
international economics, economic growth 
or the theory of the firm.?” Professors in 
the “applied fields” on the other hand tend 
to devote their research activities to- 
wards the building up of theories of opera- 
tion of particular types of industry or 
particular business functions and to apply 
these theories to decision making and ope- 
rational problems.”8 

As a matter of fact, in many universities 
there is an unfortunate rivalry between 
the two groups which goes beyond the 
desirable level of competition through fair 
trade practices. The economists seem to 
be jealous of the development of schools 
of business and to feel that these “applied” 
courses should be offered, if at all, in their 
own departments. This attitude is re- 
flected throughout both of these studies 


27 “The Firm” admittedly is always in business, 
but never in any particular kind of business, 
although frequently there is the implication that 
it manufactures something. 

*8 Frequently these researches lead them far 
from economic theory and into other fields which 
relate to their specialty. These might include 
logic, mathematics, statistics, psychology, sociol- 
ogy, political science, law, medicine and public 
health to cite some which have engaged the 
attention of this reviewer in recent years. These 
fields may be as “fundamental” to insurance as 
is economic theory. 
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and the specific curriculum recommenda- 
tions of both books suggest expanding 
studies of economic theory at the expense 
of business subjects. The unfortunate 
thing about this is that the general public 
thinks of these studies as having been 
made by business professors. The studies 
are interpreted as being critical and dis- 
passionate analyses of business from the 
inside when actually they are attacks 
from the outside and from a rival group at 
that.2® The studies thus reflect, among 
other things, the traditional jealousy of the 
economists of the enrollments, growth and 
budgets of the business schools. If all of 
their recommendations were followed, all 
three of these would be reduced sub- 
stantially. 

The Hierarchic Hubris 


Ingolf H. E. Otto has pointed out the 
degree of intellectual snobbery involved 
in this elevation of one discipline to a 
position of supposed superiority to 
others.*° Neither abstractness, generality 
nor uselessness can be accepted as defini- 
tively indicative of greater worth. Yet 
consciously or otherwise, that is what 
these books attempt to do. 

Similarly, Otto indicates the changing 
meanings which have been applied to the 
word “liberal,” especially in regard to edu- 
cation: the arts in which free men are 
most frequently engaged are those taught 
in the professional schools. Large circles 
of the self-elected intellectual elite have 
come to identify the term “liberal” with 
good. Thus when the term is applied to 
education it carries no less of a favorable 
connotation than when applied to poli- 
tics.*? 

Actually, much of what passes for lib- 

*°Some of the chapters in the Pierson book 
were written by “insiders” but since they agree 


so thoroughly with the main author, one suspects 
that they were selected carefully. 

8° Otto, Ingolf H. E., “The Hierarchic Hubris 
of Abstractions,” in this issue. 

31 The reviewer is familiar with other circles 
where the term “liberal” is synonomous with 
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eral education in our universities is but 
a cursory survey from a very high alti- 
tude, of vast areas of knowledge none of 
which is approached closely enough even 
for clear recognition let alone exploration 
in depth. The danger in studying less 
and less about more and more until one 
knows nothing about everything is at least 
as great as that of the often quoted con- 


trary. 
The authors of these reports recognize 
this: 


. . . we recognize all too well that the rec- 
ommendations we make in this chapter 
regarding liberal arts requirements are not 
likely to serve fully the objectives we have 
in mind given the well-recognized limita- 
tions of undergraduate offerings in the arts 
and sciences in many, if not most, institu- 
tions. It is far beyond the scope of this 
report to attempt to reform the teaching 
of the liberal arts in our undergraduate col- 
leges; in addition we are obviously not com- 
petent to make such an attempt.®? 

The scattered quality of higher education 
in the United States cannot be attributed 
to the relentless pursuit of careerism alone. 
It is part and parcel of college and univer- 
sity work as conceived in many fields today. 
For every undergraduate course in Press 
Photography there is one in the History of 
Furniture; for every course in Techniques 
of Camping there is one in Dating, Court- 
ship and Marriage; for every course in 
Cement and Highway Materials Testing 
there is one in Vulcanology. (P, p. 20) 
The malaise of the liberal arts in American 
higher education has extremely complex 
causes but there can be no doubt that it 
exists and on a wide scale. Therefore, any 
steps that are taken to shift the work of 
business students from the business spe- 
cialties to greater emphasis on general 
background subjects need to be coupled 
with a revitalization of the liberal arts 
studies as well. Merely to require these 
students to take a variety of courses in 
non-business areas taught in a perfunctory 





“subversive,” “radical” or “communist.” Perhaps 
if “liberal education” were called “communist 
education” it would find fewer supporters. 

32 G-H, p. 150. One might wish they had been 
equally honest regarding their competence in the 
business area. 
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manner by instructors whose main interests 
lie elsewhere will not meet the situation 
and in fact may cause much harm. (P, p. 
xi) 


In the words of another reviewer, 


. . . if Pierson, Gordon and Howell had 
prepared reports on liberal arts schools, 
they might have offered criticisms nearly 
as damaging as those they have leveled 
against business schools.** 


Much work in so-called liberal arts 
represents narrow specialities, watered 
down surveys or repetition of material 
that has been or should have been covered 
in the high schools. Little real attention 
has been paid to these problems. Many 
language and literature courses reflect 
only the professor’s own narrow specialty. 
Certainly a course in the poetry of Keats 
is hardly more liberalizing than one in 
hotel front office procedure. 

On the other hand the survey courses, 
often designated “humanities,” are often 
little more than a superficial listing of 
names and dates that leaves the student 
more frustrated than liberated. Admit- 
tedly all knowledge is of value for some- 
thing and it would be nice to learn every- 
thing about everything in college. How- 
ever, the curriculum must be squeezed 
into four years and there is real danger 
that too much emphasis on educational 
luxuries, like literature and languages, 
will result in cutting short the treatment 
of the necessities. Our society is not yet 
so affluent that it can afford to neglect 
practical education in the subjects which 
contribute to productive activity in favor 
of courses in art appreciation and recrea- 
tion. 

The so-called integrative courses that 
attempt to combine more or less related 
fields like psychology-sociology-political 
science or accounting-statistics-business 
arithmetic into one semester present the 


33 Bowen, Howard R., The American Economic 
Review, L:514. 
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same sort of danger. In addition to a 
frequently superficial approach, there is 
the danger of inadequate teaching. Ide- 
ally, such courses should be taught by men 
who have a high level of professional 
competence in each of these fields. How- 
ever, men of this type are rare and most 
of them are and should be engaged in 
significant interdisciplinary research and 
consulting. Either the interdisciplinary 
course will be taught by a man who is a 
specialist in only one of the fields with 
consequent lack of balance, or it will be 
relegated to graduate assistants and de- 
gree candidates who have had one or two 
courses in each field, with consequent lack 
of depth. 

Perhaps the most fundamental question 
of all relates to the respective roles of the 
high school and the college. It is hardly 
meaningful to attack professional schools 
for their low standards when they are 
faced with a growing number of unedu- 
cated undisciplined undergraduates whom 
society expects them to educate at any 
cost. Most of the first year’s work in most 
colleges, and much of the second year’s 
work in many represent material which 
could have and should have been covered 
in high school. When college professors 
have to explain percentages and com- 
pound interest to juniors and seniors, 
when students fail in essay type examina- 
tions because they have never learned to 
write clearly and when many of them can 
neither spell nor add, let alone punctuate 
or subtract, the blame cannot be placed 
on the professional schools. Admittedly, 
standards should be tightened at the pro- 
fessional level. However, this must be 
done all the way down the line. Higher 
echelons can exert some pressure through 
their own admission policies and grading 
standards but so long as administrators, 
trustees and legislatures are concerned 
with budgets and “productivity,” there is. 
a limit to this process. Except in a few 
institutions, when flunk-ratios get above- 
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forty per cent and class size falls below 
about-ten, someone will object. 

Most of the first two years of college 
work can be moved down to the high 
school: level. When this is done, there 
will be plenty of room both for general 
and specialized education within the 
framework of a four year undergradu- 
ate program. Moreover, as standards are 
raised all the way along the line, it no 
longer should be considered necessary to 
limit the student to 15 or 18 hours per 
week. Most schools seem to require about 
120 semester hours for graduation. This 
is the equivalent of eight semesters of 15 
hovrs per week. If the average were 18 
hours, this would permit the school to 
require 144 hours; at 21 hours per week 
it cculd require 168 hours for graduation. 
This would permit plenty of education, 
liberal and otherwise, without taking 
another year and giving the student one 
degree for the price of two. Anyone who 
thinks this is impractical has forgotten the 
years during and after the war. 


Faulty Generalization and 
the Complaisant Administrator 

The argumentum ad hominem or hor- 
rible example approach of these studies 
presents a genuine danger of faulty gen- 
eralization. No doubt every one of these 
authors’ criticisms of schools of business 
is valid as to some schools, departments 
or courses. Perhaps the averages are as 
low as they claim. Still, this does not 
necessarily indicate that all schools, de- 
partments and courses are equally at 
fault. Horrible examples reflect the lower 
end of the scale; averages some sort of a 
middle value. To apply such generaliza- 
tions to the whole scale can result in 
throwing out the bourbon with the ice. 

The faulty generalization leads directly 
to the peril of uniform motion. Just be- 
cause some schools have too many courses 
and some courses have little content does 
not mean that all schools and departments 


should reduce course offerings by a uni- 
form 20 per cent. Rather, each depart- 
ment, and each course should be examined 
and weighed on its own merits. Perhaps 
it will be found that some areas should 
be expanded as others are cut back or 
eliminated. Insurance teachers know that 
treating unequal things the same does not 
produce equitable rates. 

These dangers are compounded by com- 
plaisant administrators. Most administra- 
tors in American universities are far re- 
moved from the teaching and research 
that presumably constituted a prerequisite 
for their original appointments. Indeed, 
many have gone into administration to 
escape the boredom of the classroom and 
the pressure for research and publication 
which they were unable to respond to by 
producing. Regardless of their tastes or 
motivation they are compelled by the 
nature of their jobs to devote much of 
their attention to problems of public re- 
lations, fund raising, lobbying, a variety 
of high-grade clerical work and to pro- 
viding a sympathetic shoulder for the stu- 
dents who are not yet reconciled to our 
raising standards. All of this destroys any 
loyalty to a particular discipline as effec- 
tively as if it had been designed for that 
purpose. 

To a considerable degree the same re- 
sult occurs in curriculum committees 
whose members suppress their loyalty to 
their own disciplines to avoid the appear- 
ance of favoritism. Thus uniform motion, 
in whatever direction the winds of chance 
elect, is the result. If Gordon, Pierson 
et al. say cut back 20 per cent, they cut 
back; if the motel industry wants a course 
in economic problems of motel swimming 
pools, they put it in. Educational content 
and intellectual level become unimportant 
compared to the pressures of accrediting 
bodies, well financed foundations, trustees, 
legislatures and industry. So the pendu- 
lum swings, with the administrators al- 
ways a quarter cycle behind and the 
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faculty getting knocked off their perches 
right and left. 

As the winds of fortune shift, uniform 
motion forces all into whatever mold is 
currently fashionable. So we learn to teach 
arithmetic by the “case method,” fire in- 
surance by the “interdisciplinary ap- 
proach,” and accounting from the view- 
point of behavioral science. On the one 
hand we institute research seminars and 
on the other we teach decision making in 
a vacuum. One day we integrate all our 
courses into one amorphous unrecogniza- 
ble mass and the next we set up special 
courses to train agents in industrial fire 
insurance for state license exams. 


Help Stamp Out Subject Matter! 


Throughout both these reports runs the 
theme that teaching of facts and subject 
matter should be deemphasized in favor 
of liberal arts, “fundamentals,” and the 
principles of “decision making.” The ra- 
tionale of this is that the facts will change 
in time, and be replaced by new ones. 
Why then bother to teach languages, 
since they too are constantly changing? 
Why teach history which involves facts 
about things which already have changed? 
Indeed, why teach anything? 

Actually, decisions are not made in a 
vacuum. No rational decision can be 
made without a knowledge of theories, 
laws, principles and facts which bear up- 
on it. A knowledge of the present situa- 
tion and practices of an industry is neces- 
sary as a background for any decision 
making. Indeed a knowledge of its devel- 
opment and history also is necessary for 
proper understanding and decision mak- 
ing. Thus, to make rational decisions, our 
students, the business managers of the 
future, must know not only the present 
state of society but how it got that way. 
The facts we teach soon will become 
history, but without this background there 
will be little understanding of the facts of 
tomorrow. For example, how could one 
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possibly understand, let alone rationalize, 
the present pattern of insurance rate re- 
gulation in this country without a know!l- 
edge of the changing patterns of the past 
century? Indeed, those of us whose pro- 
fessional careers began post-S.E.U.A. are 
handicapped as compared to the “old- 
timers” who not only read about that 
period, but lived through it. A college 
education should teach as many facts as 
possible about the present and past states 
of society. This is not the end but the 
beginning. The student must remain a 
student the rest of his life; but college 
must put him in the position to start, with 
a thorough knowledge of the present. 

Indeed the techniques of decision mak- 
ing, which these authors claim should 
form the heart of business education, 
themselves change very rapidly. Perhaps 
in a decade or so the currently fashion- 
able techniques of linear programming, 
operations research and game theory will 
seem as passé (although still useful) as 
do the cookbook statistics of a generation 
ago. Moreover, such emphasis on mathe- 
matical decision making techniques will 
require reforms all the way back to the 
high school, at least. 

One wonders just what the authors 
have against specialists. Most human ad- 
vances in the world’s history have been 
developed by men who specialized in a 
single field or in at most two or three re- 
lated fields. Indeed the more one spe- 
cializes, the more certain he is to wind up 
in some other field before he is done.** 
The growing trend towards specialization 
has been known to most economists since 
Adam Smith described the economies of 
division of labor. The big problem in 
American education is not how to elimi- 
nate or defer specialization, but how to 
permit specialization soon enough in the 
educational process so that scholars will 

%4 See footnote 28 supra for an illustration of 


some of the fields into which insurance special- 
ization may lead. 
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Recommended S.O.B. Curriculum 


General Education 
English 
History 
Advanced Foreign Language 
Total “humanities” 
Mathematics and Statistics 
(Finite Math, Algebra, Calculus and 
Behavioral Science 


Semester Credits 


(Psychology, Sociology, Political Science, 


and Economic Geography) 
Physical Science 
(Physics, Chemistry, Biology) 
Total Mathematics and Sciences 
Advanced electives in above areas 


Business Core 
Economics 
Accounting 
Marketing 
Business Law 
Risk and Insurance 
Management 
Money and Banking 
Corporation Finance 


Major Specialization 
Free Electives (Business or non-Business ) 


Total Required for Graduation 


be able to make significant contributions 
while they still are young enough to have 
the requisite initiative and ambition. At 
the rate society is moving up the age at 
which education is complete and moving 
the age of retirement down, one wonders 
when, if at all, the work will get done. 
Unless college courses are permitted to 
remain specialized in keeping with the 
tendency of society, this specialized edu- 
cation will be offered under non-collegiate 
auspices. This tendency is already quite 
evident in insurance. Being prejudiced, 
this reviewer feels that the job can be 
done with both greater depth and greater 
breadth within the framework of the uni- 
versity system. The difference between 
M.D.s and chiropractors probably is re- 


72 
12 
6 
6 
24 
12 
Statistics ) 
12 
9 
33 
15 
30 
6 
6 
3 
3 
3 
3 
3 
8 
27 
15 
144 


lated to the different patterns of their edu- 
cations. One possibly encouraging factor 
is the tendency of special purpose courses 
and institutions to evolve into degree- 
granting colleges and universities after a 
time. But should this be encouraged? 
Moreover, without specialized courses 
to teach, college professors will tend to be- 
come generalists themselves—either by 
changing in mid-career, or through the 
normal process of replacement. If this 
takes place, who will be left to carry out 
the specialized research on which the 
development of future principles and 
knowledge depends? Nowhere but in the 
universities are to be found the unbiased 
attitudes which are necessary for such 
research. Nowhere else are there people 
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who can afford to devote years of time to 
pure research. This is a lot to sacrifice for 
another semester of basket-weaving! 


Analogue 


To refute all these authors’ contentions 
as they deserve would take almost as 
much space, time and money, as they had 
at their disposal. Having received support 
from no foundation,** this reviewer has 
had to resort to a variety of humor in his 
attempt to deflate the portentiousness of 
these studies. It is hoped that the readers 
will recognize the innate seriousness of 
the criticisms. In closing, rather than at- 
tempt to summarize, it seems more ap- 
propriate to suggest another model cur- 
riculum for schools of business, analogous 
to those suggested by these reports. 

These suggestions are predicated upon 
tighter admission policies, higher acade- 
mic standards and better students—from 
kindergarten to the Ph.D. level. If the 
average undergraduate curriculum can be 
increased to 144 semester hours, duplica- 
tion with high school subject matter eli- 
minated, and standards raised at the gen- 
eral education level, a sound balanced 
program can be devised—one which 
leaves ample room both for specialization 


%5 Interested foundations are invited to corres- 
pond. 
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and for fundamentals. This will produce 
a balanced program with about 50 per 
cent general education, 20 per cent busi- 
ness core, 20 per cent specialization 
(major) and 10 per cent electives. It is 
presumed that the general education 
courses will be on a high level and not 
duplicate high school work or make up 
for indequate high school preparation. 
This sort of problem can be met by 
tighter admission standards combined 
with non-credit remedial courses where 
necessary. 

By reducing the requirements for elec- 
tives, such a program could be fitted with- 
in the 120 or so credits which it seems 
fashionable to require currently. By re- 
placing some of the electives with specific 
requirements, the peculiar requirements 
of various universities, schools and depart- 
ments can be met with ease. 

It is hoped that a rule of reason will 
prevail and that schools of business will 
follow the recommendations of these re- 
ports only insofar as they are valid, with- 
out sacrificing high-level specialized 
courses. Then advanced courses of high 
intellectual content, instead of being sac- 
rificed on the altar of the generalists can 
obey the biblical injunction to “be fruitful 
and multiply.”*¢ 
“WGaneds 1. 28 











THE HIERARCHIC HUBRIS OF ABSTRACTIONS 
A Review Article 


IncotF H. E. Orro 


New York University 


The critical studies of business educa- 
tion which appeared in the last few years ! 
occasioned a continuing flood of comment 
and not a little action. The pendulum of 
curriculum change, set in motion by a 
desire to reform gross faults, is swinging 
far over. In the process, change is often 
equated with progress, the removal of 
intensive courses with curriculum im- 
provement. As prime examples of inten- 
sive courses, naturally, insurance courses 
all over the country are being enucleated 
as being “overspecialized,” and professors 
of insurance are being more rarely ap- 
pointed. A useful discussion of some as- 
pects of these problems was offered last 
year by Professor Williams.2 More can 
and inevitably will be said about such 
specific impact; the present study will, 
however, deal only with the alogical base, 
the primum mobile of the problem. 


The Hamartia of Hubris 


The Ford and Carnegie reports are most 
interesting, less for what they say than 
for what they reveal. Set about with the 
trappings of great moral purpose, they 
appear, on closer examination, to suffer 
from a fatal flaw, the classical hamartia. 
- ' Frank Pierson, et al., The Education of 
American Businessmen (New York: McGraw- 
Hill Book Co., 1959). Robert A. Gordon and 


James E. Howell, Higher Education for Business 
(New York: Columbia University Press, 1959). 
? Walter Williams, “Insurance as a segment of 
the Liberal Business Curriculum,” Journal of 

Insurance XXVII (1960), p. 48. 


Just as a man may slip into the excesses 
of pride or anger, so may he come to 
acquire an increasing respect for himself, 
his abilities, his métier, his cultural pattern. 
This fault is hubris. It is displayed by 
many stereotypes and many real persons: 
the stock Colonial self-consciously bearing 
the White Man’s Burden; the scribes and 
Pharisees; the officers of Mauldin’s car- 
toons. Prince Andrew at Olmuetz indulged 
the fault. As Kutuzov’s adjutant he could 
treat with disdain the generals who came 
to report, though himself only a staff 
captain.* And Dickens’ account of Mr. 
Clenman’s dealings with the Circumloca- 
tion Office is in the same tradition.* 

The present studies of business educa- 
tion must take their place on the same 
shelf: they are distinguished examples of 
hubris, specifically, the hierarchic hubris 
of abstractions. The tendency to identify 
a higher level of abstraction with a higher 
degree of worth is all too common. The 
mathematician looks down his nose at the 
mathematical economist; the mathemat- 
ical economist at the traditional econo- 
mist; the traditional economist at the 
institutionalist; the institutionalist at the 
corporation finance specialist the corpora- 
tion finance specialist at the businessman. 
The telltale word which each uses about 
the lower levels is, of course, that momen- 
tous adverb, “only.” “The institutionalists 
only discuss specific applications of our 
~ * War and Peace. iii, 8. 

* Little Dorrit. x. 
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principles.” “Business men only apply 
what we analyze.” The underlying con- 
cept is that the activity in each lower 
level of abstraction involves “only” the 
application of the patterns of abstraction 
developed at higher levels: business be- 
comes “applied economics”; engineering, 
“applied physics”; perhaps war even, 
“applied chess”! 

Many similar instances of hierarchic hu- 
bris exist: philosophers’ gentle condescen- 
sion toward psychologists; psychologists’ 
toward educational psychologists; educa- 
tional psychologists’ toward professors of 
education; professors’ of education to- 
ward teachers; and, unfortunately, some 
teachers’ toward their students. Wherever 
it is found, hubris is a fatal flaw: ingrained 
in the attitude of teacher toward student 
it can stunt the development of a young 
mind. Teachers do not tend to lead minds 
into the flower of their development 
(educere ) if they at bottom despise them, 
condescend toward them, or otherwise 
manifest hubris. 

Amusingly enough, even in organiza- 
tions where hierarchic hubris is rampant, 
it is automatically rejected in certain situ- 
ations. A university faced with the prob- 
lem of selecting a new president, shudders 
from the suggestion that a general or an 
industrialist be brought in, though he may 
for years have been operating at precisely 
the level of abstraction required of the 
chief administrator of a university. The 
old guard in the Army or the Navy is 
chagrined when a civilian is made a 
general or an admiral, though his experi- 
ence may have qualified him uniquely for 
directing research at high levels or run- 
ning great supply establishments. The un- 
expressed but controlling thought in these 
cases is that the organization can take care 
of its own men and turn them into capa- 
ble executives (or generals or research 
supervisors) but that it cannot take a 
professionally qualified outsider and teach 
him The Navy (or University or Our 
Company ). 
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Persons who do, therefore, habitually 
and continually fall into an easy hubris 
of abstractions in their verbalizations un- 
hesitatingly reject the consequences of 
“level thinking” when those consequences 
threaten to affect them personally. They 
realize that a man who is well qualified 
technically, who has been operating at a 
given level in another organization, still 
does not have the intimate detailed knowl- 
edge of the consequences his decisions 
will have on all of the persons and rela- 
tionships within their own organization. 
Translated into hierarchic terms, what 
they want in the new administrator is 
thorough knowledge of that portion of 
each level in the organizational pyramid 
falling under the authority of his situs. 
For example, a colonel who has spent 
some years in combat as a company com- 
mander will, ceteris paribus, do better as 
the head of a line regiment than will a 
colonel whose career has been confined 
to staff assignments. 


Level Thinking and Label Thinking 


If such rejection of “level thinking” is 
valid in organizational problems, is it 
not equally valid for the pyramid of ab- 
stractions? Is not an economist like Alfred 
Marshall, with his comprehensive knowl- 
edge of the business and industry of his 
day, prima facie a better economist than 
one of the contemporary species who goes 
out of his way to show his contempt for 
such “applied economics”? Is not a philos- 
opher who has experienced the extremes 
of hunger, cold, and the threat of death 
a more adequate philosopher than one 
who feels his first genuine emotion in the 
sweat of his deathbed? 

Indeed, the telescope can be turned 
around to discover that certain kinds of 
persons are living contradictions when 
they apply descriptive labels to them- 
selves which do not agree with what they 
show themselves to be in practice. The 
economist who has difficulty in making 
ends meet; the psychologist who can easily 
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be outmaneuvered; the philosopher who 
fails to face moral issues; the president 
whose organization decays unnoticed: all 
these are sheep in lion’s clothing. A prac- 
titioner of the science of wealth cannot be 
poor; a man who is master of the subtle 
interplay of synapses cannot be readily 
outmaneuvered; the skilled wielder of 
Occam’s Razor is not deceived by camou- 
flaged ethical problems; a man whose art 
is the accomplishment of complicated 
activity through catenae of human minds 
knows straightaway when that delicate 
chain has broken down. But a turncoat 
can wear his uniform long after he has 
deserted: so these men can use trumpery 
labels. A more accurate labeling would 
describe each as “a man who talks about 
economics,” “a man who talks about psy- 
chology,” “a man who talks about philos- 
ophy,” and the like. A military historian 
is not a general; a Link-trainer operator is 
not a pilot. Labels in the academic world 
might be used with equal discrimination. 

The less obvious applications of this 
analysis are obscured by a peculiarity of 
language. Much discourse is concerned 
with “practical” people on the one hand 
and “intellectuals” on the other, the infer- 
ence being that the “practical” people like 
businessmen are not intellectual and the 
“intellectual” ones like artists are not 
practical. On being examined closely this 
thought turns out to be as amusing a 
reversal as couvade.® Persons at the oper- 
ating level in an organization usually work 
with things rather than ideas: they fire 
guns, draw pictures, mix chemicals. The 
farther a man moves from the level at 
which things are done with hands, feet, 
and muscles, the higher is the level of ab- 
straction at which he operates. It is the 
chemists, artists, geologists, ballet dancers, 
and violinists who are “practical.” The 
businessman of today is a visionary al- 
ways dealing in terms of high-order ab- 


5 The custom of some primitive tribes in put- 
ting the father to bed when a baby is due. 
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stractions like “money” or “products” or 
“contracts,” and then making them even 
more difficult by projecting them far into 
the future through budgeting, forecasting, 
or just “planning for expansion.” 

Contrast the mental reactions of a busi- 
nessman and an artist looking at the same 
peaceful valley, a gentle place of sloping 
hills and rolling waters. The artist, being 
oriented to a low level of abstraction, sees 
the limpid play of the river, stark mono- 
liths, a platoon of oaks, and the wild play 
of game. The businessman, on the other 
hand, is oriented to a higher level of ab- 
straction. He does not see objects at the 
non-verbal level ® but patterns of abstrac- 
tion: potential transport facilities—pipe- 
lines, railroads, roads, barge lines; poten- 
tial power generating plants—hydroelec- 
tric and steam plants; potential manufac- 
turing facilities; and the most rarified ab- 
straction of them all—potential profits. 
The scene which the artist captures and 
reacts to, the businessman comprehends 
only in a vague and ill-defined way, brush- 
ing aside the veil of things that stands be- 
tween him and his overriding patterns of 
abstraction. 


More Hierarchic Hubris 


Since the businessman deals in terms of 
high-order abstractions while the artist 
deals chiefly with objects at the non- 
verbal level, another instance of hierar- 
chic hubris presents itself. The business- 
man’s feeling of distrust or even contempt 
for the “artistic type” is another—but a 
most peculiar—manifestation of the feel- 
ing persons who deal with higher-order 
abstractions tend to develop for those 
who work with lower-level abstractions. 

This tendency to think in terms of high- 
order abstractions is characteristic of 
businessmen in general, and American 
businessmen in particular, but it is in good 
measure an habitual American way of 
looking at things. It is an aspect of Ameri- 
~ ® Also designated the unspeakable level. 
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can thinking which is consistently mis- 
interpreted by Europeans, who worry 
away at Americans’ insatiable mania for 
things: our preoccupation with plumbing, 
our plethora of automobiles, our resistless 
flood of consumer goods. On the basis of 
the pyramid of abstractions, quite to the 
contrary, it must be concluded that the 
Europeans are the ones with a great re- 
gard for low-order abstractions—“things” 
—while Americans are devoted to high- 
order abstractions—“money,” “sanitary fa- 
cilities,” “transportation,” “housing.” Any- 
one who has seen the loving care an 
Italian gives his motor car year after year, 
a Frenchman gives his omelette fines her- 
bes, or a Swiss his unique millionth-of-an- 
inch precision machinery recognizes that 
they are enchanted by things, not by 
the abstractions “transportation,” “suste- 
nance,” and “production machinery.” 

In the United States, on the other hand, 
the feeling for plumbing is affected by the 
fact that it allows us to abstract from 
certain physiological necessities of human 
existence, necessities which have an im- 
pressive tendency to induce verbal sanity.” 
The demand for automobiles in the United 
States seems motivated largely by two 
abstractions, “prestige” and “transporta- 
tion.” Few motor vehicles in the North 
American continent are bought with the 
thought of loving care being given them 
for twenty or thirty years. Many business 
executives are obviously driven by more 
abstract motives than the desire to accu- 
mulate a large estate: income and inherit- 
ance taxes see to that. They are playing 
a kind of involved game in which the 
high-order abstraction “money” is a token 
used to identify the winner. Along with 
the reward of recognition goes the pos- 
session of a degree of temporal power 
over the intricate symbolic patterns of 
business planning, organizing, coordinat- 
ing, and directing. The allegedly down- 


7 Or, as Dr. Hayakawa prefers, semantic orien- 
tation. 
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to-earth and “practical” businessman is 
seen to be engaged in a difficult symbol- 
hunt in which the high-order abstraction 
he seeks has an esoteric and tenuous sig- 
nificance. 

The usual result of the hierarchic hubris 
of abstractions is confusion, inefficiency, 
and waste. Men who indulge in it have 
placed themselves in the position of the 
driver of an automobile who has glued 
small mirrors at random on his wind- 
shield. Instead of a reasonably adequate 
appreciation of himself in relation to the 
environment he is traversing, the driver 
now has a distorted and uncertain com- 
pound of mirror-images and glimpses of 
the outside. So a man who allows him- 
self to cultivate a studied contempt for 
“lower echelons” or lower levels of ab- 
straction circumscribes seriously his abil- 
ity to cope with problems at his own level. 
In most cases the hubris is probably the 
result of rationalized ignorance or incom- 
petence. Its end can be disastrous: 
Crassus at Carrhae, the British ground- 
nuts scheme, or the Third Reich. 


The society which scorns excellence in 
plumbing because plumbing is a humble 
activity and tolerates shoddiness in philos- 
ophy because it is an exalted activity will 
have neither good plumbing nor good phi- 
losophy. Neither its pipes not its theories 
will hold water.® 


Problem Solving 


However mischievous and sterile hierar- 
chic hubris may be, it must be admitted 
that there is a valid difference between 
the activities of individuals. People are, 
in general, appreciated and rewarded for 
their ability to solve other people’s prob- 
lems. If a man is concerned over whether 
or not he has cancer, he is happy to have 
an informed diagnosis given him by a pro- 
fessional problem-solver in medicine. If 
a manager is unable to get his letters and 
forms typed properly, he welcomes the 
—FJoha W. Gardner 
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clerical problem-solver who comes to 
work for him. If a nation finds itself at 
war with a powerful opponent, it begins 
to praise and reward the military problem- 
solvers who can give it protection. 

Why, then, should some men be paid 
rather little for solving disagreeable and 
involved problems like collecting garbage, 
while others are paid handsomely for 
solving pleasant problems like amusing 
their fellows by song? An exploration of 
that question has filled many libraries. A 
principal point of difference is that some 
men are engaged in solving analytic prob- 
lems; others, creative problems.® The first 
are doing well what machines—including 
cybernetic machines—can do better; the 
rest, what no machine can do. Many 
persons who are good at solving analytic 
problems feel bewildered and resentful 
when they are faced with a creative prob- 
lem: the man who has been driving auto- 
mobiles being asked to help design one; 
the man who has been testing steel being 
asked how to improve the steel; the man 
who has been analyzing financial state- 
ments being asked to recommend con- 
structive financial policy. In analytic prob- 
lems, the facts pertinent to the problem 
are fairly well known, and the way the 
assignment is phrased indicates the kind 
of solution wanted: what the problem- 
solver needs for success is the ability to 
reason logically or run tests accurately. 
Almost all of our academic courses con- 
centrate on teaching persons how to solve 
analytic problems: what compound is in 
this test tube; by what means did Louis 
XIV make himself absolute in France; 

° Simon, b borrowing terminology from cyber- 
neticists, uses different labels for what is essen- 
tially the same difference: programmed decisions 
and nonprogrammed decisions. “Decisions are 
programmed to the extent that they are repeti- 
tive and routine, to the extent that a definite 
procedure has been worked out for handling 
them . . . Decisions are nonprogrammed to the 
extent that they are novel, unstructured, and 
consequential.”—Herbert A. Simon, The New 


Science of Management Decision (New York: 
Harper & Brothers, 1960) p. 5-6. 
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what is the specific gravity of this sub- 
stance; why is the supine used in this 
sentence? 

Then, after a man has learned to solve 
analytic problems and has spent a decade 
or two being paid to solve them, he may 
be faced with the necessity of solving a 
creative problem. At that point he often 
becomes confused. In a business situation, 
for example, instead of being asked what 
the company’s current ratio, personnel 
practices, or credit rating might be, he is 
asked to discover what, if anything, could 
be improved in the company’s competitive 
situation and what specific recommen- 
dations he has for effecting the improve- 
ments. It is that kind of creative problem- 
solving that courses like Harvard’s ad- 
vanced management program try to teach. 
It calls for insight and thinking ability of 
a much higher order than the relatively 
simple computing effort of analytic prob- 
lem-solving. In one case, the problem is 
given; in the other, it must be set up. In 
one, the facts bearing on the problem are 
known; in the other, they must be selected 
from a large or (in an operating situa- 
tion ) infinite number of facts. In one, the 
method of attack is indicated; in the other, 
a selection of method must be made. In 
one, there is a “right” answer waiting to 
be found; in the other, any solution which 
accomplishes the desired result is the 
“right” one—until an even better one. is 
discovered. Simon has provided an excel- 
lent summary of the two kinds of problem- 
solving and the kit of tools presently 
available to cope with each: his descrip- 
tion of heuristic problem-solving using 
sophisticated computers is particularly re- 
warding.'® 

In many organizations the complexity 
of the operations demands that a man 
spend years at or near the operating level 
before he moves into supervision or man- 
agement. The practice is a good one in that 
it makes certain that the persons making 


1 Simon, op. cit. 








122 


decisions have a comprehensive knowl- 
edge of the consequences flowing from 
those decisions. At the same time it has 
another effect not so noticeable but quite 
as important. For all those years the man 
has been trained to do analytic problem- 
solving, has been engaged in analytic 
problem-solving, has been appraised and 
rewarded on the basis of his ability to do 
that kind of problem-solving thoroughly 
and well. Then arrives the day when he 
is made an “executive” and put to creative 
problem-solving. Because of superior abil- 
ity he may be able to cope with his new 
assignment, but all too often he has been 
given neither warning nor realization that 
his reward will thereafter depend on his 
mastery of an entirely different kind of 
activity. 
Some Consequences 


At this point there appears the organic 
effect of concentrated problem-solving. 
After twenty or thirty years of concen- 
trated, wearing, abstract problem-solving, 
much of it creative, it is hardly astonish- 
ing that businessmen develop ulcers and 
start to drop dead of heart failure. In 
the meantime, the “practical” people who 
prize comfort and survival—lathe opera- 
tors, pianists, sculptors—work their ap- 
pointed rounds and live to a ripe old age. 
Even the college professor operates less 
sustainedly on creative problem-solving. 
He may, if he is that kind of person, teach 
his four courses year after year, and live 
to be a hundred. He does not get paid 
much, but he may not produce much. If 
he is, however, the sort of person who has 
enleavened Western civilization from its 
beginnings, he will continue creative prob- 
lem-solving right along. The way to tell 
one kind of professor from the other is by 
the contributions he has made to his field, 
usually in the form of publications. This 
is the reason many universities emphasize 
the importance of faculty research and 
publication. 
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When seen in this light, many puzzling 
problems are solved. Why, for example, is 
the United States the only country with so 
many schools of business, schools quite 
different from a European Escuela de 
Comercio? Why do employers complain 
bitterly that young college graduates can- 
not even seem to write reports and letters 
well (the use of words being, presumably, 
the one art universities are ideally quali- 
fied to teach)? Why is a shortage of 
executives appearing all through the eco- 
nomy, a shortage of men fit to be not de- 
partment heads or chief clerks but general 
managers? 

Part of the answer lies in the unfortu- 
nate growth of hierarchic hubris in the 
academic world, with each devotee of a 
particular level of abstraction covering his 
ignorance of lower levels of abstraction 
by ostentatious scorn for them. In conse- 
quence, an odd shifting of function has 
taken place. Liberal arts colleges used to 
teach the liberal arts: that is, historically, 
the arts, techniques, and skills needed by a 
free man to let him take his place among 
other free men. Some liberal arts colleges 
still teach these “skills of a free man.” Most 
of them, however, have turned to teaching 
cultural knowledge—an attractive occupa- 
tion but not one that produces creative 
problem-solvers. When the feeling of 
something being awry, something being 
left out, became acute, schools of business 
were set up to teach those “arts of a free 
man” which the liberal arts colleges had 
abandoned. In cases where that dichot- 
omy has been established, the liberal arts 
colleges tend to teach students how to 
solve analytic problems; the schools of 
business, how to solve creative problems. 
As usual, hubris marks the attitude of the 
one for the other. 

In place of all these misleading labels, 
“practical” vs. “intellectual,” and the like, 
it might be more useful to employ mean- 
ingful categories: say, “responsible” and 
“irresponsible” persons. At whatever level 
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of abstraction he may operate, a man is 
either willing to take the consequences of 
his own recommended solutions or he is 
not. If an engineer, muralist, soldier, or 
businessman is willing to think a problem 
through, reach a conclusion, formulate a 
specific recommendation, and hazard part 
of his reputation or substance on the pro- 
posed solution, he is acting responsibly. 
If he goes through the problem-solving 
process and then tries to insulate himself 
from the consequences of his solution he 
is behaving irresponsibly: the business- 
man who joins a cartel; the artist who de- 
mands a permanent subsidy; the officer 
who saves himself at his men’s expense; 
the professor who never publishes. An 
excellent example of a responsible acade- 
mician was, of course, John Maynard 
Keynes, who not only talked about money 
but emphasized his understanding of it 
by making a modest fortune on the Ex- 
change. 


Some Conclusions 


A growing chorus of agreement pro- 
claims that the perilous world of the late 
twentieth century urgently needs respon- 
sible creative problem-solving. The new 
techniques and devices now available have 
been hailed as presaging a new industrial 
revolution, as ranking with the invention 
of writing and the zero as powerful prob- 
lem-solving tools. Hebephrenic men who 
have with difficulty learned to use the 
tools of analytic problem-solving seem 
unable to use the powerful new tools to 
solve the unstructured creative problems 
which loom so large. And that is the 
desperate need. As Warren Weaver wrote, 
“I have a very strong conviction that the 
‘new forms of excellence’ required by 
science over the next half-century will in 
considerable part consist of techniques 
for dealing with broader problems, larger 
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problems, problems which arise when a 
moderate number of small problems are 
organically interrelated.” 1! The problem 
area is no longer in the bits and pieces of 
knowledge; it lies in their interrelationship 
and synthesis. For this kind of work, the 
supply of workers is short, indeed. 

If the Western world is going to get 
the responsible creative problem-solvers 
it needs, a large step in the right direction 
would be to get rid of the corrosive effects 
of hubris. In the case of business educa- 
tion, the place given creative problem- 
solving is increasingly large, and has prob- 
ably been consistently larger than in other 
colleges. Improvements are, of course, 
always possible. Most of the specific 
points made in the Ford and Carnegie 
reports were obvious to faculties of busi- 
ness. As Dean Norton put it, “Anyone 
who has worked in the field for several 
years would have arrived at most of the 
same broad conclusions as the writers of 
these reports. In fact, many of these basic 
recommendations had already been agreed 
upon by leaders in the field of collegiate 
education for business, and many schools 
have done something about them.” '* So, 
insofar as the Ford and Carnegie reports 
recommend improvements, they simply 
say what everyone agrees, that improve- 
ment is always possible. Their specifics 
are the specifics which business faculties 
knew about and were working to solve. 
Their specific contribution, however, was 
to reinforce the deleterious effect of hubris 
in the academic body. By this service 
they impede the solution of the problems 
to which they address themselves. 
~ 1 Letter quoted in Robert S. Morison, “The 
Need for New Types of Excellence”, Daedalus, 
Vol. 90 (1961) p. 765. 

12 Thomas L. Norton, The Undergraduate Busi- 


ness Curriculum (New York, privately printed, 
n.d. ). 
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INSURANCE. By Harold E. Raynes. Ox- 
ford University Press, London, 1960. 
iii-202 pages. 8s.6d. net. 


Reviewer: Archie J. Nichols, Associate 
Professor of Insurance and Economics, 
Butler University. 


General Remarks: Books! Books! Books! 
Insurance Books! It’s either feast or fam- 
ine. Today more than ever before, acade- 
micians have the double duty of Respect- 
ability and Responsibility: Respectability 
of being asked to make the choice for the 
unaware student; Responsibility of screen- 
ing the multitude of books being pub- 
lished on insurance for classroom use. The 
reviewer, therefore, is assuming his obliga- 
tion by informing the reader of the merits 
of a book which he was assigned to read 
and review. 


Author: Harold E. Raynes is no newcomer 
to the insurance author’s circle. He has 
written books on social insurance and com- 
merce. Mr. Raynes exploits himself by 
bareing his knowledge as an underwriter 
for Lloyds, as a life actuary, and as a 
director of an all-line British insurance 
company. 

Reason for Publication: Oxford Univer- 
sity Press published Mr. Raynes’ book 
through its Home University Library, 
created in 1911 to give students of various 
fields an opportunity to use their skills in 
the art of expression “to unite learning 
with lucidity.” Academic distinction alone 
is not a criterion for acceptance of publi- 
cation. A unique means has been created 
for young writers to display their abilities 
apart from their academic achievements. 
This in itself could be a signal for some 
United States publishers of insurance 
books to look beyond some of the present 
criteria used in the selection and publica- 
tion of insurance materials. 


The Book: The title of the book, Insur- 
ance, is a misnomer, at least to Americans. 
It should be called Insurance: A Study of 
Its Development and Practices in Great 
Britain. Ten areas are covered: (1) Origin 
and Function; (2) Types of Carriers; (3) 
& (4) Legal and Contractual Aspects; (5) 
Comprehensive Policies and Accident In- 
surance; (6) Life; (7) Reinsurance; (8) 
Regulatory Control; (9) Reserves and In- 
vestment; (10) National Insurance. 


Chapter: 

1. A short précis of the development 
of insurance from a “side-line” of mer- 
chants to the development of professional 
risk-bearers and risk-bearing institutions 
is given. Although the material is not 
new, the approach of the author is excel- 
lent. 

2. The pattern of the development of 
different types of insurance carriers in 
Great Britain is particularly enlightening 
to an American reader. Composite insur- 
ance companies is the title used for all- 
lines insurance in England. The develop- 
ment of all-lines insurance in Great Bri- 
tain, therefore, is of great interest to the 
American reader. Fire insurance “offices,” 
possessing large reserves and original 
charter powers and facing both the rapid 
growth of “accident insurance” (liability ) 
and also the fear of losing their connec- 
tions (business) if they do not expand 
in all directions, use fire insurance profits 
to absorb or control companies needed to 
write all-lines insurance. Thus, monoline 
marine and stock life companies have 
practically disappeared from the insurance 
scene, with the exception of mutual life 
offices, which do not have the inducement 
or temptation to expand. Lloyds is given 
a cursory treatment, just enough to whet 
the appetite of the reader to go on to a 
more exhaustive study. 
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3. & 4. These two sections deal with the 
application of the insurance technique 
and its legal and contractual jargon. Of 
interest is the discussion of gambling ver- 
sus insurance and the techniques used to 
separate each for insurance purposes. The 
discussion pertaining to subrogation ver- 
sus knock-for-knock agreements, and over- 
insurance, although brief, is lucidly com- 
prehensive. 

5. Much can be learned from reading 
the section on liability or accident and 
comprehensive insurance. The author re- 
futes the dictionary definition of accident 
as ... “an event without a cause; an 
unexpected event;” with . . . “In the real 
world of experience where all events have 
causes, an uncertainty must be one from 
the point of view of the insured.” Pack- 
aging of policies under the homeowner's 
comprehensive is referred to as “All-in” 
policy under one document. The justifica- 
tion for comprehensive insurance in Great 
Britain is the result of a “new way of 
looking at the problem of insurance.” One 
premium is charged and then allocated 
between fire and liability. This proce- 
dure, as the author states, “serves the pur- 
pose of serving the client with one com- 
mon bill-of-fare.” Tersely stated, Ameri- 
can insurance students and practitioners 
can benefit from a detailed study of this 
section. 

6. The life insurance section is most 
deserving of attention, particularly the 
discussions pertaining to dividends which 
are called bonuses, the use of monthly 
premiums only when paid by banker's 
orders, use of “double endowments,” in- 
troduction of group insurance and other 
types of insurance. Especially noteworthy 
is the account of the experience of an 
American life company which, in 1928, 
decided to open an office in Great Britain 
to transact the sale of group annuities and 
life insurance. The author describes this 
company’s experience as follows: “It 
(American Company) met an interested 


public who listened to its propaganda, 
but who completed their contracts with 
British offices.” The chapter ends with 
a discussion on the taxation of insurance 
and annuities in Great Britain. 

7. This chapter contains general infor- 
mation on reinsurance. 

8. This section on legislative control is 
too concentrated and requires slow read- 
ing. The affect of the entry of American 
and Dominion life insurance companies 
into the British market and how the regu- 
lation of their activities in their own coun- 
tries influenced the direction and degree 
of controls established in Great Britain is 
a discussion of significant importance. 

9. This chapter on reserves and “their 
investment” establishes the fact that in- 
surance carriers in Great Britain (as is 
true of the United States) are very im- 
portant institutional investors. 

10. The national insurance scheme re- 
ceives a quick review which brings the 
reader up to date with the changes that 
have taken place within its three succes- 
sive stages. Philosophically, the British 
regard their national insurance “as a de- 
vice of the State for its own protection 
against various forms of social disease.” 


Summary: An excellent little book that 
offers the reader a periscopic view of the 
development of insurance principles and 
practices in Great Britain. This is not a 
text-book but a good reference book, 
which can be used profitably to compare 
American insurance developments with 
British insurance developments. With the 
exception of a few tedious passages, un- 
avoidable because of the material covered, 
the book is worthy of being read by 
academicians, insurance students, and 
practitioners. 


THE HISTORY OF ACCIDENT IN- 
SURANCE IN GREAT BRITAIN. By 
W. A. Dinsdale. Stone & Cox., Ltd., Lon- 
don, 1954. xii plus 362 pages. 
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Reviewer: Ingolf H. E. Otto, Associate 
Professor of Finance, New York Univer- 


sity. 


This scholarly history of what Ameri- 
cans would call casualty insurance was 
the doctoral dissertation of the director 
of education of the Chartered Insurance 
Institute. It is the only work in its field 
with any pretensions to accuracy and 
completeness. Instead of stirring around 
the usual mélange of secondary sources 
and derivative quotations, Dr. Dinsdale 
went directly to primary sources. His task 
was lighter than it would have been for 
insurance scholars from the United States: 
they would have had to travel several 
thousands miles to gain access to the Wal- 
ford Collection, for example; he had it 
ready to hand in the Hall at Alderman- 
bury. These unpublished scripts and 
papers gathered by Cornelius Walford 
for his unfinished Insurance Cyclopaedia 
are lodged in the reference library of the 
Chartered Insurance Institute. When in- 
surance comes of age they will be used 
for much intensive research. 

Other original sources used include 
early policies, proposal forms, prospec- 
tuses, and miscellaneous documents pre- 
served by insurers. In addition, Dr. Dins- 
dale has earned the gratitude of future 
researchers by undertaking a series of 
personal interviews with persons pos- 
sessed of special knowledge about the 
history of casualty insurance. As he says, 
“The developments are within the living 
memory of some of the pioneers. No 
opportunity has been lost to interview 
such men—those retired from business as 
well as those still on the active list—and 
in this way valuable and hitherto un- 
recorded information has been gathered 
together.” 

The objectives of this work were to 
trace the way in which casualty insurance 
developed from the experimental covers 
of the last century, springing from the 
major economic and social changes of the 
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time, and to put together a comprehensive 
history of each principal division of casu- 
alty insurance from 1840 to 1954. These 
objectives are admirably attained. In the 
process, Dr. Dinsdale found that “many 
statements made and impressions gained 
but never queried have needed revision.” 
American readers will come to the same 
conclusion. From their recollection of 
statements in standard American insur- 
ance textbooks, it will occur to them that 
many of the statements are in direct con- 
tradiction of Dr. Dinsdale. Since his re- 
searches used primary sources while the 
footnotes in historical sections of Ameri- 
can textbooks cite derivative sources, the 
tentative conclusion, at least, is that the 
textbooks contain misstatements of fact. 
A list of such apparent errors of fact 
would be lengthy and would be out of 
place in this review. Suffice it to say that 
no serious writer on game theory would 
try to publish a book on it without having 
read Morgenstern and von Neumann. 
Since 1954 no chapter or article on the 
history of insurance in general or casu- 
alty insurance in particular could have 
been written by an insurance scholar with- 
out reference to Dr. Dinsdale’s history. 
And yet even textbooks published in the 
United States in 1960 go on repeating 
the old insurance folklore, apparently ob- 
livious of the existence of a proper study 
of the subject. 

The history begins with casualty insur- 
ance’s genesis in Europe. It then considers 
the experiments made in guilds, Friendly 
Societies, credit insurance, livestock in- 
surance, press gang cover, theft insurance, 
and the “bubble.” The effects of the in- 
dustrial and commercial revolution are 
then seen to give rise to engineering in- 
surance, employers’ liability, public liabil- 
ity, fidelity guaranty, and the like. The 
special history of each class of casualty 
cover is taken up in turn and set forth in 
detail. Final sections treat of these covers 
as economic institutions. These are of 
considerable interest to the American 
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reader for exposition of the various asso- 
ciations of accident insurers in the United 
Kingdom, the British view of insurance 
regulation, and compulsory insurance in 
the British Isles. The book closes with a 
look at the future of casualty cover. 

This volume, representing as it does the 
scholarly digest of much unpublished 
material, is indispensable for any insur- 
ance library with hopes of adequacy. Any 
student of insurance who deprives him- 
self of access to the book is doing himself 
a disservice. 


CONCEPTUAL FOUNDATIONS OF 
BUSINESS. By Richard Eells and Clar- 
ence Walton. Richard D. Irwin, Inc., 
Homewood, IIl., 1961. 


Reviewer: Philip Elkin, Professor of Busi- 
ness Administration, Albright College. 


The authors subtitle this book, an out- 
line of the major ideas sustaining business 
enterprise in the western world. The con- 
cern about business enterprises stems 
from the hypothesis that the firm is the 
central institution of modern society 

The book consists of text materials de- 
veloped for an experimental course at the 
Graduate School of Business, Columbia 
University, on the “legal, philosophical, 
and historical foundations” of the institu- 
tion of business in the United States. A 
number of specialists in economics, phi- 
losophy, history and other social sciences 
have contributed to the project, but the 
two authors were assigned the task of 
crystalizing the present book. Richard 
Eells is a public policy research consult- 
ant for the General Electric Company. 
Clarence Walton is associate dean of the 
Graduate School of Business at Columbia. 

To help the student divorce himself 
from a parochial viewpoint of the legal 
and historical environment of the firm, an 
ingenious device is employed. Chapter 2 
is devoted to a case study of the Aztec 
merchants in pre-Columbian Mexico. The 
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role of the market, the functions of money, 
and the relationships between merchants, 
nobles, soldiers, farmers, share-croppers, 
apprentices, and slaves are explored in 
unfamiliar terms. This encourages the 
reader to recognize phenomena and rela- 
tionships regardless of the labels and 
vulgar symbols of his time. 

Following the section on Business in 
Historical Context, sections on Freedom, 
Ownership, The Economy, Governance, 
Progress and Stability, and the Realm of 
Value are presented. The section on free- 
dom deals with freedom of association, 
labor, the corporation and their com- 
plexities. The section on ownership deals 
with private property, contract, work and 
leisure. The economy sector briefly covers 
money, capital formation, competition, 
the market, and the firm in the greater 
economy. Governance contains the ideas 
of authority and power, pluralism, con- 
stitutionalism, freedom and justice. Prog- 
ress and Stability treats of the changing 
functions of business, innovation, and 
social responsibility. Realm of Value treats 
of business and value-forming institutions. 

In order to permit the reader to con- 
centrate on a single idea, to think about it 
and read about it as he wishes, the chap- 
ters in these sections are set up as units, 
each with a content outline, questions, and 
bibliography. Each section has a foreword 
that serves the purposes of a running in- 
troduction, containing reflections on the 
broader questions relating to the environ- 
ment of the facts discussed in the chapters 
that follow. For example in the section 
on governance, the foreword reads in part 
as follows (page 301): 


Governance is the exercise of an authority 
that seeks not merely the right to direct 
and to lead but to control. The problem of 
government has always been the same in 
all forms of human association: how to 
muster both the power and the authority 
required by the purpose of association to 
achieve its ends in a practical, fair, and 
orderly way; and how to limit that power 
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and authority to specified areas rather 
than to permit it to overflow into matters 
that are not its basic concern. 


Part of the foreword on Values states 
(page 483): 


Despite their predilection for the practical, 
Americans sense more clearly than they 
comprehend—and they comprehend more 
fully than they articulate—the fact that be- 
hind the facades, of such institutions as 
government, business, church, and school 
are some commonly shared values that have 
fostered a society of remarkable vitality and 
diversity. While respect for human dignity 
is the quintescence of our common patri- 
mony, there are secondary and derivative 
values, such as individualism and: oppor- 
tunity, growth and stability, around which 
swirl sharp differences of views. From this 
interplay between centripetal forces im- 
plicit in a dedication to “liberty and 
justice for all’ and the centrifugal drives 
of pluralism and entrepreneurialism has 
emerged an artfully contrived balance 
that accords wide latitude to every man 
for the carving of his own fortunes, while 
providing at the same time sufficiently 
delineated and accepted ground rules to 


The Journal of Insurance 


protect the social fabric. We play the game 
to the best of our abilities and in our own 
styles and, while we may abuse the umpire, 
we never kill him for enforcing the rules. 


This approach to the broad scope of 
pervasive social ideas challenges the stu- 
dent with a substantial effort to preserve 
some continuity. The continuity of reality 
is hard to discern with finite minds. Eells 
and Walton make a provocative attempt. 

In a sense, this book is an answer to 
Schumpeter’s thesis that the private firm 
does not attract sufficient loyalty to sur- 
vive the onslaught of collectivism. The 
institution of the private firm can and 
does see beyond the self-destroying prin- 
ciples of competition and profit maximiza- 
tions. In short, the new capitalism of pro- 
fessional managers does have a conscience 
and is capable of preserving the dignity 
and security of the individual. This may 
be a pious hope, but the idea is worthy of 
examination in the liberal tradition. Such 
prophecy may leaven the business admin- 
istration loaf. 








THE COMMISSION ON INSURANCE 


TERMINOLOGY 
“Dictionaries do not make the language; 
language makes the dictionaries.” 





The Commission on Insurance Terminology was established in 
1958 by the American Association of University Teachers of In- 
surance for the purpose of introducing, in an evolutionary way, 
greater clarity and exactness in insurance terminology. The spe- 
cific objectives of the Commission are: 


1. To engage in a continuing study of insurance language (words 
and phrases) for the purpose of evaluating the effectiveness 
of the language and recommending improvements where de- 
sirable. 


2. To accumulate and publish a glossary of insurance words and 
phrases on which there is general agreement among prac- 
titioners and educators as to their meaning. 


3. To develop a continuing program of information by which 
writers, editors, insurers, and others will have available more 
accurate and meaningful insurance terminology, and, through 
the art of gentle persuasion and assistance to those who make 
the insurance language, gradually bring some order out of the 
present chaos. 


4. To cooperate with any other groups or individuals seeking 
to attain improvement in insurance terminology. 
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The Committee on Life Insurance Terminology 


Davop A. Ivry, Editor 


The first meeting of the Committee on 
Life Insurance Terminology was held on 
May 17, 1961 at Huebner Hall in Bryn 
Mawr, Pennsylvania. 

The Committee heard a report from the 
editor, David A. Ivry, on the historical 
development of certain life insurance 
terms. An article on this subject appeared 
in the September issue of the Journal of 
Insurance. 

Discussion centered on the five ques- 
tions on which the Committee members 
had been asked to express opinions 
through correspondence that took place 
preceding the meeting. These questions 
were printed in the Committee report 
which appeared in the June 1961 issue of 
the Journal of Insurance. 

It was the consensus of the Committee, 
without formal vote, that life insurance 
should be accepted as the proper generic 
term for the over-all field. 

It also was the consensus of the Com- 
mittee, without formal vote, that the gen- 
eral field of life insurance embraces the 
two sub-generic divisions of “life insur- 
ance” (in the more restrictive sense) and 
“annuities,” and that this terminology is 
appropriate. 

There was extensive discussion of the 
terms used to describe the various types 
of life insurance. There was general agree- 
ment that “group life insurance” was an 
appropriate term to describe this type 
since it seems to meet all the standards 
of good terminology. On the other hand, 
there was general agreement among the 


committee that the terms “ordinary life 
insurance” and “industrial life insurance” 
were inappropriate. 

In the discussion of the appropiate ter- 
minology to distinguish between group 
and the other forms of life insurance, a 
suggestion which appeared to have strong 
support was the simple dichotomy of 
“group life insurance” and “individual life 
insurance.” New language might have to 
be developed to represent various dimen- 
sions of “individual life insurance.” It is 
likely that in resolving this particular as- 
pect of the problem, the committee would 
also be resolving the problem of “ordi- 
nary” and “industrial.” 

In the little time that remained for dis- 
cussion of the question of the proper ter- 
minology to describe the life insurance 
field man who contacts the public, it was 
apparent that many varying views are 
held. The committee agreed that consid- 
erable research should be done in this 
area before any recommendations would 
be made. 

The committee has followed up on the 
discussions of the meeting. Definitions are 
being developed for “life insurance” in its 
broad generic sense, “life insurance” in 
the more restricted sense, and “annuities.” 
The committee is attempting to develop 
other terms for “ordinary” and “industrial.” 
The matter of proper terminology for the 
field man in life insurance will continue 
to be a subject that will occupy the atten- 
tion of this Committee for many years in 
the future. 
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The Committee on General Insurance Terminology 


Raupu H. BLancuarp, Chairman and Editor 


The Committee has considered defini- 
tions of 20 key terms by correspondence 
since its last meeting on April 28. These 
terms were further considered at a meet- 
ing in Cleveland, on October 26. They 
are: agent, broker, broker-agent, cancel- 
lation, classification, coinsurance, con- 
tract of insurance, cover, coverage, ex- 
posure, hazard, indemnify, indemnity, in- 
surance, insured, insurer, peril, reserve, 
risk, self-insurance. 


Consideration of these terms has been 
in the nature of taking soundings of com- 
mittee opinion and of testing the applica- 
bility of its adopted criteria. 

Barclay Shaw has found it necessary 
to discontinue service as an active mem- 
ber of the committee; he will continue as 
a consultant. George H. Ort, Executive 
Vice President of the Insurance Brokers’ 
Association of the State of New York, has 
accepted membership. 


Committee of Editors 


Davw A. Ivry, Secretary 


A Committee of Editors has been estab- 
lished by the Commission on Insurance 
Terminology. Dr. Ralph Blanchard is the 
chairman of this Committee, and Profes- 
sor David A. Ivry is secretary. A meeting 
was held in New York City in mid-Septem- 
ber. 

The Committee of Editors will be advi- 
sory to the Commission on Insurance Ter- 
minology and will concern itself with 


detailed matters that cannot be handled 
readily by the Commission. This Commit- 
tee plans to develop a form for the uniform 
presentation of terms from the various 
committees. It will concern itself with the 
resolving of conflicts as to where terms 
belong when such questions arise. The 
individual Committees should benefit 
greatly from this association of the editors 
and the steady interchange of ideas. 








Minutes of Executive Committee Meeting 


The mid-year meeting of the Executive Committee of the 
American Risk and Insurance Association was held at Bryn Mawr, 
Pennsylvania on June 3, 1961. 


Committee members present were Gregg, Herrick, Trosper, 
Hedges, Black, Kellogg, Williams, Faulkner, Greene and Beadles. 
Others present by invitation were Dotterweich, McGill, Adams, and 
Cowee. 


The meeting was called to order at 9:00 a.m. in Huebner Hall, 
by President Gregg. Minutes of the December meeting of the Exe- 
cutive Committee, as published in the March 1961 issue of The 
Journal of Insurance, were approved. 


E. J. Faulkner, Chairman, reported on the activities of the Com- 
mittee on Institutional Memberships. It was agreed that a special 
campaign should be conducted among the smaller life insurance 
companies, the property and casualty companies and the larger 
brokerage houses. There was considerable discussion of the proce- 
dures used to conserve Institutional Memberships. 


The Secretary presented a financial report showing both the 
1961 budget and the expenditures from December 16, 1960 to date. 
By committee action, the Secretary was instructed to abandon 
the calendar year basis for handling all new memberships and 
subscriptions, and to place the same on a continuing basis. He 
reported memberships and subscriptions as follows: active members 
—320, associate members—418, student members—18, honorary 
members—6, institutional members—142, (not counting A.M.ILA. 
package membership for 103 companies), paid subscribers—251, 
complimentary subscriptions—10. 


Dr. Black, Chairman, in reporting for the Membership Commit- 
tee described plans for an intensive campaign to increase the mem- 
bership, particularly in the Associate area. At this time, Dr. Gregg 
presented a proposed revision of the promotional leaflet. This was 
received with enthusiasm by the Committee which requested its 
printing and use at the earliest possible date. 


Dr. Hedges, Chairman, reporting for the Committee on Curricu- 
lar Concepts in Risk and Insurance, presented the final draft of this 
Committee report. Approval was granted for the printing and 
distribution of this report. It was agreed that reasonable quantities 
should be available to any active member of the Association for 
personal distribution. 
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It was moved by Hedges and seconded by Greene that a stand- 
ing Committee on Curricular Concepts in Risk and Insurance be 
created. The motion carried unanimously. 


President Gregg reported that, by vote of the membership, 
the name of the Association has been officially changed to American 
Risk and Insurance Association. This was followed by a discussion 
of the question of incorporating the Association. The President 
was requested to appoint a committee consisting of active mem- 
bers at the University of Wisconsin to study the need for changes 
in the articles and by-laws of the Association and study further the 
procedures for incorporation. It is hoped that the special commit- 
tee will report back to the Executive Committee prior to the 
December meeting, with recommendations on each of these matters. 


Dr. Herrick, Chairman of the Program Committee, presented 
a tentative outline of the program for the Annual Meeting to be 
held in New York City on December 28 and 29, 1961. 


Mr. Dotterweich reported for the Local Arrangements Commit- 
tee and indicated that it had not yet been possible to complete 
arrangements for our meeting to be held in the Grand Central 
complex of hotels. The Executive Committee suggested that the 
Local Arrangements Committee continue in its attempt to secure 
satisfactory accommodations in the Biltmore Hotel, and agreed that 
if such could not be done, it would be satisfactory to use the 
Sheraton-Atlantic as our headquarters. The committee was also 
requested to see that hotel reservation cards and copies of the 
program were distributed to all Association members, including 
institutional members, at the earliest possible date. 


Consideration was given to problems connected with the publi- 
cation of The Journal of Insurance. It was agreed to postpone until 
the next meeting of the Committee the question of an increase in 
advertising rates. 


Dr. Adams, reporting for the Committee on Research, indicated 
that the “Research in Depth” and the “Research Round Table” 
features of the annual meeting would be continued. He announced 
also that Dr. Greenough had returned to the Association the $500 
cash from the Elizur Wright Award, with the suggestion that the 
money be used to “outline a study into the relative responsibilities 
of the Federal Government, of the employer, and the individual in 
achieving for our people the level of economic security to which 
they aspire in old age and adversity.” Dr. Adams recommended 
the appointment of a subcommittee to develop the general frame 
into which further studies on this subject could fit, suggesting that 
this $500 gift be used by the subcommittee in the preparation of 
this general framework research. Dr. Adams was requested to 
present this idea to Dr. Greenough, and if it meets with his ap- 
proval, the subcommittee is to proceed and report in December. 
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Dr. Cowee told of his plans to go to Europe this fall and to 
interview people who might be interested in the formation of an 
international society of risk and insurance. He is to report in 
December. 

Dr. Greene reported the procedures under which the Elizur 
Wright Award Committee would carry out its functions this year. 


Dr. McGill reported that twelve persons had applied for the 
opportunity to participate in the preparation of the Case Book in 
Life Insurance and that Kenneth Black, Jr., Jack C. Keir and 
Sterling Surrey had been selected as co-authors. 


The meeting was adjourned at 3:30 p.m. 








ADDENDA 


SUMMARY OF RESULTS 
INSURANCE RESEARCH INVENTORY QUESTIONNAIRE 
1961 


This publication of the insurance bibliography contains entries of works 
completed during 1961 and some additional items not listed in the original pub- 
lication in 1959. The report may be incomplete because some members did not 
respond to our questionnaire, and inaccurate because many members who did 
respond did not supply complete bibliographical data about their publications. 
If your name does not appear in this listing and you have completed a research 
publication, please reply to the questionnaire for the 1961-62 supplement. 

This addenda to the Insurance Research Bibliography was compiled by 
Robert Giesecke, Business Librarian, Temple University Libraries, under the 
direction of John F. Adams, Temple University, Chairman of the ARIA Research 
Committee. 

Abel, Burl M., Associate Professor of Finance, Texas Technological College, 

Lubbock, Texas. 

“Tools for Recruiting College Men for Life Insurance.” Journal of Insurance, XXVIII, 

No. 2 (June, 1961), pp. 97-98. 
Athearn, James L., Associate Professor of Insurance, University of Florida, 

Gainesville, Florida. 


“Distribution and Return on Life Company Assets.” The Spectator, Vol. 168, No. 3 
(March, 1960), pp. 36, 56. 

“Property Insurance Agents Qualification Laws.” Annals of the Society of Chartered 
Property and Casualty Underwriters, Vol. 13, No. 1 (Summer, 1960), pp. 77-78. 

Questions and Answers on Insurance. With Cameron S. Toole. 2d ed. Prentice-Hall, 1960. 


448 pp. 
“Self-Insuring the Workmen’s Compensation Risk: a Case Study.” Journal of Insurance, 


XXVIII, No. 2 (June, 1961), pp. 93-96. 
“The Structure of the Life Insurance Industry.” Journal of Insurance, XXVII, No. 2 
(June, 1960), pp. 29-36. 
Bakerman, Theodore, Director, Bureau of Research, Duquesne University, Pitts- 
burgh, Pennsylvania. 
“OASI Statistics: a Program for Insurance Industry Employment Research, Part III.” 
Journal of Insurance, XXVIII, No. 2 (June, 1961), pp. 87-91. 
Chastain, James J., Assistant Professor and Director of the Insurance Program, 
Omaha University. 
“The A, B, C’s of Life Insurance Rate and Reserve Computation.” Journal of Insurance, 
XXVII, No. 4 (December, 1960), pp. 91-98. 
“Teaching Techniques: Property Insurance Contract Analysis.” Journal of Insurance, 
XXVIII, No. 2, (June, 1961), pp. 29-34. 
Dickerson, O. D., Associate Professor of Insurance, Florida State University, 
Tallahassee, Florida. 
“Loss Distributions in Non-Life Insurance.” With S. K. Katti and Alfred E. Hofflander. 
Journal of Insurance, XXVIII, No. 8 (September, 1961) pp. 45-54. 
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“Potential Innovations in Health Insurance.” Journal of Insurance, XXVIII, No. 1 (March, 
1961), pp. 7-19. 


Felton, Robert S., Assistant Professor of Insurance, Louisiana State University, 
Baton Rouge, Louisiana. 


“Insurance Company Taxation Retaliation: an Evaluation.” Journal of Insurance, XXVIII, 
No. 3 (September, 1961), pp. 71-80. 


Fonseca, John R., Department Head, Banking, Insurance and Real Estate, Mo- 
hawk Valley Technical Institute, State University of New York, Utica, New 
York. 

“The Impact of Automation on Insurance Education and Management.” Journal of Insur- 
ance), XXVIII, No. 3 (September, 1961) pp. 81-88. 

Goble, George W., Professor of Law, University of California, College of Law, 
San Francisco, California. 
oe and Other Materials on the Law of Insurance. 2d ed. Bobbs-Merrill, 1949. 

pp. 

Hammond, James D., Assistant Professor of Economics, Ohio State University, 
Columbus, Ohio. 


“Integration of Benefit-Formulae in Pension-Mergers.” Journal of the American Society 
of Chartered Life Underwriters, XV, No. 3 (Summer, 1961), pp. 243-253. 


Hoffman, G. Wright, Professor of Insurance, Wharton School of Finance and 
Commerce, University of Pennsylvania, Philadelphia, Pennsylvania. 
The Over-the-Counter Securities Markets. With Irwin Friend and Willis J. Winn. 
McGraw-Hill, 1958. 485 pp. 


Huebner, S. S., President Emeritus, American College of Life Underwriters and 
Chairman of the Board, American Institute fer Property and Liability 


Underwriters, Inc. 
The Economics of Life Insurance. 3d ed. With Kenneth Black, Jr. Appleton, Century, 
Crofts, 1959. 250 pp. 


Ivry, David A., Associate Professor of Insurance, University of Connecticut, 


Storrs, Connecticut. 
Fundamentals of the Federal Old Age, Survivors and Disability Insurance System. With 
L. J. Ackerman. American College of Life Underwriters, June, 1961. 19 pp. (C.L.U. 


Study Guide, Part I) 
“History of Basic Life Insurance Terminology.” Journal of Insurance, XXVIII, No. 3 


(September, 1961), pp. 65-70. 


Kahler, Clyde M., Professor of Insurance, Wharton School of Finance and Com- 
merce, University of Pennsylvania, Philadelphia, Pennsylvania. 

“Earnings, Insurance, Credit; a Recitation of Various Policy Forms Necessary for Full 
Coverage.” Credit and Financial Management, Vol. 62, No. 10 (October, 1960), 
pp. 10 et seq. 

Kimball, Spencer L., Professor of Law, University of Michigan Law School, Ann 

Arbor, Michigan. 

“The Adequacy of State Insurance Rate Regulation: the McCarran-Ferguson Act in 


Historical Perspective.” With Ronald N. Boyce. Michigan Law Review, Vol. 56, 
No. 4 (February, 1958), pp. 545-578. 

Insurance and Public Policy: a Study in the Legal Implementation of Social and Eco- 
nomic Public Policy, Based on Wisconsin Records, 1835-1959. University of Wisconsin 
Press, 1960. 340 pp. 

The Montana Insurance Commissioner: a Study of Administrative Regulation in Action. 
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With William Conklin. University of Michigan Law School, 1960. 77 pp. 
“The Purpose of Insurance Regulation: a Preliminary Inquiry in the Theory of Insur- 
ance Law.” Minnesota Law Review, Vol. 45, No. 4 (March, 1961), pp. 471-524. 
“The Regulation of Insurance Marketing.” With Bartlett A. Jackson. Columbia Law 


Review, Vol. 61, No. 2 (February, 1961), pp. 141-200. 
“The Time of Presumed Death in Life Insurance Disappearance Cases,” Utah Law 


Review, Vol. 4, No. 3 (Spring, 1955), pp. 293-313. 
“The Utah Insurance Commissioner: a Study of Administrative Regulation in Action.” 


Parts I and II. With W. Eugene Hansen. Utah Law Review, Vol. 5, No. 4 (Fall, 
1957), pp. 429-455; Vol. 6, No. 1 (Spring, 1958), pp. 1-22. 

“Warranties, Representations and Concealment in Utah Insurance Law.” Utah Law 
Review, Vol. 4, No. 4 (Fall, 1955), pp. 456-479. 

Krogh, Harold C., Professor of Business Administration, School of Business, 
University of Kansas, Lawrence, Kansas. 

“Accident Proneness and the Uninsured Motorist.” Journal of Insurance, XXVIII, No. 2 
(June, 1961), pp. 99-101. 

McGill, Dan Mays, Frederick H. Ecker Professor of Life Insurance and Execu- 
tive Director of the S. S. Huebner Foundation for Insurance Education, 
Wharton School of Finance and Commerce, University of Pennsylvania, 
Philadelphia, Pennsylvania. 

Editor: All Lines Insurance. Irwin, 1960. 202 pp. 
“Keys to Security of Pension Expectations.” (Paper presented at the Annual Meeting 
of the Life Insurance Association of America, December, 1960) 
“Vesting: Its Significance and Limitations.” In Proceedings of the Thirteenth Annual 
Meeting, Council on Employee Benefit Plans, 1960. pp. 13-21. 
Rokes, Willis P., Associate Professor and Director of Insurance, University of 


Omaha, Omaha, Nebraska. 
“Your Business Assets and the Human Life Value Concept.” Montana Business Review, 
Vol. 18, No. 4 (April, 1961) pp. 2-5, 8-11. 
Roos, Nestor R., Associate Professor of Insurance, University of Arizona, Tucson, 
Arizona. 
“Life Insurance in Mexico.” Arizona Review of Business and Public Administration, Vol. 


9 (June, 1960), pp. 1-11. 
Editor: Proceedings of the Third Annual Insurance Conference, University of Arizona, 


1960. Bureau of Business and Public Research, University of Arizona, 1961. 62 pp. 
Schwarzschild, Stuart, Assistant Professor of Insurance, Georgia State College 
of Business Administration, Atlanta, Georgia. 


“Rights of Creditors in Life Insurance Policies.” Journal of Insurance, XXVIII, No. 2 
(June, 1961), pp. 51-58. 


Schwentker, Frank J., Julian Price Lecturer in Life Insurance, University of 
North Carolina, Chapel Hill, North Carolina. 


“The Structure of Life Insurance Agents’ Compensation.” Journal of Insurance, XXVII, 
No. 2 (June, 1960), pp. 69-72. 


Snider, H. Wayne, Assistant Professor of Insurance, Wharton School of Finance 
and Commerce, University of Pennsylvania, Philadelphia, Pennsylvania. 


“Teaching Risk Management.” Journal of Insurance, XXVIII, No. 2 (June, 1961), pp. 
41-48. 


Wermel, Michael T., Professor of Economics and Dean, College of Business 
Administration, University of Hawaii; Consultant, Benefits and Insurance 
Research Center, California Institute of Technology, Pasadena, California; 
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Director, Unemployment Insurance Research, the W. E. Upjohn Institute 
for Employment Research, Kalamazoo, Michigan. 


Financial Prospects for the California Unemployment Insurance Program in the 1960's; 
a Report to the Senate Committee on Insurance and Financial Institutions. With 
Carl G. Uhr. California Senate, May, 1961. 81 pp. 

How to Determine the Total Cost of Your Employee Benefit Programs; a Guide for a 
Company Survey. With Geraldine M. Beideman. California Institute of Technology, 
Benefits and Insurance Research Center, March, 1960. 55 pp. (BIRC Publication 


No. 12) 
“The Role of Management in Retirement Preparation Programs.” Journal of Insurance, 


XXVII, No. 2 (June, 1960), pp. 37-43. 
Williams, C. Arthur, Jr., Professor of Economics and Insurance, University of 
Minnesota, Minneapolis, Minnesota. 


“Analyzing the Expenses Incurred by Private Workmen’s Compensation Insurers.” Journal 
of Insurance, XXVIII, No. 1 (March, 1961), pp. 71-81. 

“Workmen’s Compensation—Its Economic and Social Heritage and Development.” (Paper 
delivered May 9, 1961 to be published as part of the Proceedings of the Workmen's 
Compensation Symposium at the University of Wisconsin. ) 

Williams, Walter, Assistant Professor of Insurance, Indiana University, Bloom- 
ington, Indiana. 

“The Availability of Term Life and of Health Insurance as Factors Affecting the Demand 
for Money.” Journal of Political Economy, LXIX, No. 2 (April, 1961) pp. 187-191. 

“Measuring the Macroeconomic Effects of Life and Health Insurance.” Journal of Insur- 
ance, XXVIII, No. 2 (June, 1961), pp. 77-81. 

“Responsibility for the Determination of the Value of Commercial Real Property: an 
Unsolved Problem.” Insurance Law Journal, No. 456 (January, 1961), pp. 7-13. 

“The Valued Policy and Value Determination.” Insurance Law Journal, No. 457 (Feb- 


ruary, 1961), pp. 71-83. 
TEXTS 


Bickelhaupt, David L., Associate Professor of Insurance, Ohio State University, 
Columbus, Ohio. 
Transition to Multiple-Line Insurance Companies. Irwin, 1961. 226 pp. 


DISSERTATIONS 


Hammond, James D., Assistant Professor of Economics, Ohio State University, 
Columbus, Ohio. 
The Effect of Mergers on Private Pensions. Dissertation, University of Pennsylvania, 1961. 
Rokes, Willis P., Associate Professor and Director of Insurance, University of 
Omaha, Omaha, Nebraska. 
Automobile Physical Damage Insurance Affiliates of Sales Finance Companies. Disserta- 
tion, Ohio State University, 1959. 
Salzman, Gary I., Professor of Business Law, University of Miami, Coral Gables, 


Florida. 
Insurable Interest in Life Insurance. Dissertation, University of Miami, 1961. 


RESEARCH—IN PROGRESS 


Abel, Burl M., Associate Professor of Finance, Texas Technological College, 


Lubbock, Texas. 


Fringe Benefits for University Faculty Members in Selected Schools—Members of 
Southern Association of Colleges and Universities. August 31, 1961. 
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Athearn, James L., Associate Professor of Insurance, University of Florida, 
Gainesville, Florida. 
Significance of Insurance Activity in the U.S. Economy. 

Cowee, John W., Professor of Business Administration, Dean of School of Busi- 
ness Administration, University of California, Berkeley, California. 
Traffic Accident Consequences. With Daviss and Weigel. January, 1962. (Ford Founda- 

tion ) 

Dickerson, O. D., Associate Professor of Insurance, Florida State University, 

Tallahassee, Florida. 


Game Theory in Insurance. 1961. 
Principles of Insurance Mathematics. 1963. 


Felton, Robert S., Assistant Professor of Insurance, Louisiana State University, 


Baton Rouge, Louisiana. 
Insuring against Excess Verdicts. Summer, 1961. 

Fleischer, Robert F., Lecturer, University of Minnesota, Minneapolis, Minnesota. 
Your Weight. May, 1961. 

Hammond, James D., Assistant Professor of Economics, Ohio State University, 
Columbus, Ohio. 

Transfer of Funds under Private Pension Plans, Contractual and Non-Contractual Ele- 
ments. Summer, 1961. 

McGill, Dan Mays, Frederick H. Ecker Professor of Life Insurance and Execu- 
tive Director of the S. S. Huebner Foundation for Insurance Education, 
Wharton School of Finance and Commerce, University of Pennsylvania, 
Philadelphia, Pennsylvania. 

Fulfilling Pension Expectations. 1962. 

Menefee, George H., Lecturer in Insurance, College of Business Administration, 
Louisiana State University, Baton Rouge, Louisiana. 

Cases in Risk Management. September, 1961. 

Wermei, Michae! T., Professor of Economics and Dean, College of Business 
Administration, University of Hawaii; Consultant, Benefits and Insurance 
Research Center, California Institute of Technology, Pasadena, California; 
Director, Unemployment Insurance Research, the W. E. Upjohn Institute 
for Employment Research, Kalamazoo, Michigan. 

Forerunners of Unemployment Insurance Theory (A study of early German literature. ) 
June, 1962. 
Pre-Retirement Policies of American Corporations. With G. M. Beideman. May, 1961. 

Williams, Walter, Assistant Professor of Insurance, Indiana University, Bloom- 
ington, Indiana. 

Life Insurance and the Propensity to Save. 








INSTITUTIONAL MEMBERS ° 
of The American Association of University Teachers of Insurance 


Acacia Mutual Life Insurance Company 

Aetna Life Affiliated Companies 

Allstate Insurance Company 

America Fore Loyalty Group 

American Casualty Company 

American Casualty and Life Insurance 
Company 

American Health Insurance Corporation 

American Home Life Insurance Company 
(S.C.) 

The American Insurance Company 

American Life Convention 

The American Mutual Insurance Alliance+ 

American Mutual Liability Insurance Com- 


pany 
American National Insurance Company 
American Republic Insurance Company 
American States Life Insurance Company 
American United Life Insurance Company 
Amicable Life Insurance Company 
Atlantic Coast Life Insurance Company 
The Atlantic Companies 
Automotive Life Insurance Company 
The Bankers Health & Life Insurance Com- 


pany 
Bankers Life Company 
Bankers Life Insurance Company of Nebraska 
Bankers National Life Insurance Company 
Berkshire Life Insurance Company 
Business Men’s Assurance Company of 
America 
Cal-Farm Insurance Companies 
California Life Insurance Company 
California Physicians’ Service 
California-Western States Life Insurance 
Company 
Capital Mutual Insurance Company 
Central Life Assurance Company 
Central National Life Insurance Company 


* Institutional membership is available to any 
organization which is interested in supporting the 
program of the Association. Dues for Institutional 
Members are $50 a year. 

+ This Association membership is taken out on 
behalf of its member companies and represents 
the equivalent of 30 separate Institutional Mem- 
bers. 


Century Life Insurance Company 

Cherokee Credit Life Insurance Company 

The Colonial Life Insurance Company of 
America 

Columbian Mutual Life Insurance Company 

Combined Insurance Company of America 

Commercial Travelers Life Insurance 
Company 

The Commercial Travelers Mutual Accident 
Association 

Companion Life Insurance Company 

Confederation Life Association 

Connecticut Commercial Travelers Mutual 
Insurance Company 

Connecticut General Life Insurance Company 

Connecticut Mutual Life Insurance Com- 


pany 
Continental American Life Insurance Com- 


pany 
Continental Assurance Company 
Continental Casualty Company 
Country Life Insurance Company 
The Dominion Life Assurance Company 
Durham Life Insurance Company 
Educators Mutual Life Insurance Company 
Empire Life and Accident Insurance Com- 


pany 

Employers Reinsurance Corporation 

Equitable Life Assurance Society of the 
United States 

Equitable Life Insurance Company of Iowa 

Farm Bureau Life Insurance Company 

Farm Bureau Life Insurance Company of 
Michigan 

Federal Life and Casualty Company 

Federal Life Insurance Company 

Financial Security Life Insurance Com- 
pany, Ltd. 

Fireman’s Fund Insurance Company 

The Franklin Life Insurance Company 

General Accident Group 

General American Life Insurance Company 

General Reinsurance Corporation 

Glens Falls Insurance Company 

Golden State Mutual Life Insurance Com- 


pany 
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Institutional Members 


Government Employees Insurance Company 

Great American Reserve Insurance Company 

Great National Life Insurance Company 

Great Southern Life Insurance Company 

The Great-West Life Assurance Company 

Guarantee Mutual Life Company 

The Guardian Life Insurance Company of 
America 

Gulf Life Insurance Company 

John Hancock Mutual Life Insurence Com- 


pany 
Hartford Fire Insurance Company Group 
Hartford Life Insurance Company 
Home Life Insurance Company 
Homesteaders Life Company 
Independent Life and Accident Insurance 
Company 
Indianapolis Life Insurance Company 
Insurance Company of North America 
Inter-Ocean Insurance Company 
Iowa State Travelers Mutual Association 
Jefferson National Life Insurance Company 
Jefferson Standard Life Insurance Company 
Kansas City Life Insurance Company 
Kansas Farm Life Insurance Company 
Kentucky Central Life and Accident Insur- 
ance 
Knights Life Insurance Company of America 
Liberty Life Insurance Company 
Liberty National Life Insurance Company 
Life Insurance Company of Georgia 
The Life Insurance Company of Virginia 
Lincoln National Life Insurance Company 
The Manhattan Life Insurance Company 
The Manufacturers Life Insurance Company 
Maryland Casualty Company 
Massachusetts Mutual Life Insurance 
Company 
Metropolitan Life Insurance Company 
MFA Mutual Insurance Company 
Ministers Life and Casualty Union 
Minnesota Commercial Men’s Association 
Monumental Life Insurance Company 
Mutua! Benefit Life Insurance Company 
The Mutual Life Insurance Company of New 
York 
National Burial Insurance Company 
National Casualty Company 
National Life and Accident Insurance Com- 


pany 
National Life Insurance Company 
Nationwide Insurance 
New York Life Insurance Company 
The North American Company for Life, 
Accident and Health Insurance 
North American Reassurance Company 
North America Reinsurance Corporation 
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North Carolina Mutual Life Insurance Com- 


pany 

Northern Life Insurance Company 

The Northwestern Mutual Life Insurance 
Company 

Northwestern National Life Insurance Com- 


pany 
Ohio Farmers Life Insurance Company 
Ohio National Life Insurance Company 
Olympic National Life Insurance Company 
Pacific Mutual Life Insurance Company 
Paul Revere Life Insurance Company 
The Penn Mutual Life Insurance Company 
Phoenix Assurance Company of New York 
Phoenix of Hartford Insurance Companies 
Praetorian Mutual Life Insurance Company 
Progressive Life Insurance Company 
Provident Life and Accident Insurance Com- 


pany 

Provident Mutual Life Insurance Company of 
Philadelphia 

Prudential Insurance Company of America 

Prudential Insurance Company of Great 
Britain 

Republic National Life Insurance Company 

Royal-Globe Insurance Group 

St. Paul Fire and Marine Insurance Company 

Savings Bank Life Insurance Fund 

Security Benefit Life Insurance Company 

Security Life and Accident Company 

Security Life and Trust Company 

Security Mutual Life Insurance Company, 
Nebraska 

Security Mutual Life Insurance Company, 
New York 

Service Fire Insurance Company 

Shenandoah Life Insurance Company 

Southern Farm Bureau Life Insurance Com- 


pany 
Southland Life Insurance Company 
Southwestern Life Insurance Company 
Springfield-Monarch Insurance Companies 
Standard Accident Insurance Company 
Standard Insurance Company 
State Farm Life Insurance Company 
State Life Insurance Company 
State Mutual Life Assurance Company of 
America 
States General Life Insurance Company 
Sun Life Insurance Company of America 
Supreme Life Insurance Company of America 
Teachers Insurance and Annuity Association 
of America 
Teachers Protective Mutual Life Insurance 
Company 
Time Insurance Company 
Travelers Insurance Company 
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United Benefit Life Insurance Company 
United Pacific Insurance Company 
United States Fidelity and Guaranty Com- 


pany 
The Unity Mutual Life Insurance Company 
of New York 
Universal Life Insurance Company 
Washington Life Insurance Company 
Washington National Insurance Company 
West Coast Life Insurance Company 


Western Farm Bureau Life Insurance Com- 


pany 
The Western and Southern Life Insurance 
Company 
Western States Life Insurance Company 
Wisconsin Life Insurance Company 
Wisconsin National Life Insurance Company 
Woodmen Accident and Life Company 
World Insurance Company 
Zurich Life Insurance Company 


Announcing 


The N.A.I.I. Journal of Insurance Awards 


The American Risk and Insurance Association is pleased to announce that 
the National Association of Independent Insurers has made a grant of $1,000 
to be used for making cash awards to the authors of those feature articles and 
book reviews which are judged to be most outstanding in the four issues of 
Volume XXVIII of The Journal of Insurance. 

A special committee of the Association will select the award winners from 
the four numbers making up Volume XXVIII, the March, June, September and 
December, 1961 issues. 

According to present plans, the grant for THE N.AJ.I. JOURNAL OF 
INSURANCE AWARDS is a continuing one which will be available to authors 
of articles and book reviews in future volumes. 


The June 1961 issue of The Journal of Insurance carried the names of the 
N.A.LI. Award winning articles and reviews in Volume XXVII. 
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GUIDE T0 
HEALTH INSURANCE 


Revised Edition, 1961 


(New ch ° ization; several rewritten ia i 
~ aa ee n chapters; 2 — 
statistics brought up-to-date. ) 





170 pages, 8%” x 11”, spiral-bound, $3.50 


CONTENTS: Economic Importance; Policy Ingredients; Classes; Nature ot 
Benefits; Policy Provisions; Uniform Provisions; lication ; Underwrit- 
Cc leeds; State, Social 


ing, Rating, Reserves; Claim Procedures; Planning ; . 
Goopenative Coverages; Regulation; History and Development; Glossary of 
erms. 


GUIDE TO LIFE INSURANCE 


by R. W. OSLER 
and C. C. ROBINSON 
S n text for ” course. Condensed 
me owe i “Life” or oben life courses. Collateral 
reading for Economics. 
An up-to-the-minute authority in concise, rapid opting 
style. Invaluable for su eae | assignment and col- 
lat reading. U range of material in one book. 
Perfectly org q interest . Questions and 
problems after each chapter. Grader’s guide available. 
207 pp. Cloth bound: $2.50 

CONTENTS: Cost Factors; Policies and Uses; Industrial-Group- 
Wholesale, Etc.; Policy Provisions; kL) ae Companies; Govt. Pension 
Plans; Uses of Life Insurance; The Industry. 


THE INSURANCE SALESMAN 


Monthly Life — A & S Journal 


Published by The Rough Notes Co. 


Largest of all the Life and A & S business journals, 
wis chusst tulen os toner other 


as any 
ioapass to Sp See eens Coes yment of sub- 
scriptions. Gives ent a | view of the Life 
Insurance business, acquaints current prob- 
lems and trends. 
Annual subscription rate: $3. 








THE ROUGH NOTES COMPANY, INC. 


Insurance Publishers Since 1878 
1142 N. Meridian Street Indianapolis 6, Indiana 
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Group Major 
Medical Plans* 


GEARED TO THEIR NEEDS. TIAA has specialized in benefit plans for educa- 
tional institutions since 1918. Its plans are tailor-made to meet the needs of educators 
and the needs of the colleges in competing with industry for manpower and brain- 
power. 

OPTIMUM BALANCE BETWEEN BENEFITS AND COSTS. Under TIAA’s 
Optimum Plan, each staff member and dependent is insured for $15,000 — real 
protection against the financial impact of severe illness or accident. Deductible 
and coinsurance features help keep costs down. So does TIAA’s nonprofit, non- 
agency method of operation. 


“SAME DAY” SERVICE. ‘TIAA’s record of “same day” service would be hard 
to duplicate anywhere, since 98% of all Major Medical benefit payments are mailed 
out to the colleges on the same day the bills are received at TIAA. 


* More than 120,000 staff members and dependents at 275 educational institutions have 
already come under this new TIAA coverage. 








Colleges, universities, private schools and 
fit research or educational organiza- TEACHERS INSURANCE 


OTTAA febirenent or incur ey have AND ANNUITY ASSOCIATION 


now. Send for full information. 730 Third Ave. + New York 17, New York 
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insurance classic revised 


LIFE INSURANCE, Ninth Edition 


By JOSEPH B. MACLEAN, formerly of The Mutual Life Insurance Com- 
pany of New York. Available January, 1962. 


McGraw-Hill Insurance Series 


Retaining the direct a sage which has peg eee MACLEAN since it first appeared 
in 1924, this nb insurance text has been thoroughly updated, rewritten, and 
reorganized. Theory ctice of life insurance in all its branches is explained. Also 
discussed are poowee Anga group annuities, including the establishment of pension plans 
through the medium of a life insurance company.’ 


new 9th edition features: 
new chapters on accident and sickness insurance and government life insurance 
discussion on variation of premium rates by amounts and by sex and “Guaranteed 
Insurability” provision 
use of new mortality tables 
new federal income tax law provisions for life insurance companies 
text divided into six main sections for more logical sequence 








also available 


INSURANCE: Its Theory and Practice in the United States, Fifth Edition 


By ALBERT H. MOWBRAY and RALPH H. BLANCHARD, Columbia 
University. 608 pages, $7.50. 


Emphasizing the broad basis and unity of insurance, this text covers both private and 
governmental insurance. It deals with the jek nn of risk and the various ways to meet it. 


HEALTH INSURANCE 


By EDWIN J. FAULKNER, Woodmen Accident and Life Company, Lin- 
coln, Nebraska. 656 pages, $8.75. 


McGraw-Hill Insurance Series 


rehensive description of the function of health insurance and its see, 
methods and techniques. The primary emphasis is on health insurance written by 
pomp eons , but other methods of providing insurance against loss due to duebaity 
are 


MULTIPLE-LINE INSURANCE 


By G. F. MICHELBACHER, formerly of Great American Indemnity Com- 
pany. 643 pages, $9.25. 
McGraw-Hill Insurance Series 


Govering the broad field of the non-life insurance, the author discusses such recent 
developments as: the broadening of the field of casualty and fire and marine insurers to 
the writing of multiple-line insurance; rating problems; and governmental regulation. 


McGRAW-HILL BOOK COMPANY, INC. 
330 West 42nd Street 
New York 36, N. Y. 





( 146 ) 























May be obtained ON APPROVAL! 


(Money refunded within 10 days) 


* Loose Leaf Service 
2 gh B & iF 5 oe * Revised Three Times A Year 


Genera 





* Always Up To Date 


HANDY REFERENCE GUIDE 
FOR STATE AND CPU EXAMS 


MR. WERBEL received the 1951 AWARD 


name § Werle! 


dered in the field of insurance education. 





45 Broadway, Greenlawn, L.i. N.Y. 
COST $15 Tel. In N.Y.C., BO 1-6222 
Eoch Revision $5.75 in Lil, RL 7-0111 
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The Secretary has a limited number 
of Volumes 11-24 of this Journal 
available while they last for 25c each 


Order the Copies you wish. Those avail- 
able will be sent together with a statement. 
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We are pleased to announce that Dr. John W. Cowee, 
Dean of the Schools of Business Administration of the Uni- 
versity of California at Berkeley, is affiliated with Houghton 
Mifflin Company as editorial adviser in the field of insurance 
and risk management, and Business Law. Forthcoming 
Houghton Mifflin college textbooks in this area will be pub- 
lished under the general editorship of Dr. Cowee, who is 
also Chairman of the Department of Business Administra- 
tion and a faculty member of the Law School at Berkeley. 

Dr. Cowee, who received his B.S., M.B.A., Ph.D., and 
LL.B. degrees from the University of Wisconsin, was associ- 
ated with that institution from 1949 to 1953 where he also 
served as lecturer in the School for Bank Auditors and Comp- 
trollers. 

In 1954 Dr. Cowee joined the faculty of the University 
of California at Berkeley where, prior to his present position, 
he served as Associate Dean and Acting Dean of the Schools 
of Business Administration, and Acting Chairman of the 
Department of Business Administration. 

He has served as Dean of two Chartered Life Under- 
writers Institutes at Berkeley and as Executive Committee 
member of the American Association of University Teachers 
of Insurance (now the American Risk and Insurance Asso- 
ciation ). Dr. Cowee has served also as consultant to legis- 
lative committees, insurance companies, and he is presently 
a member, Board of Directors, California Physicians Service 
(CPS). 

The author of numerous articles in the field of insurance 
and business law, Dr. Cowee is also author and co-editor of 
“Business Economics” for Encyclopaedia Britannica and 
author of Federal Regulation of Insurance, published by the 
University of Wisconsin Press. 
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14@ Houghton Mifflin Company 


— 





( 148 ) 











~ y 


Raye 








FOR COMPREHENSIVE COVERAGE 


¢ Property Life ¢ Business ¢ Health 


your best 
policy 


INTRODUCTION TO INSURANCE 

by Allen L. Mayerson, University of Michigan 

This. book provides a general introduction to the field of insurance, 
and examines in detail all of the major types of insurance currently 
available. The emphasis is upon the kinds of coverage an individual 
consumer must buy for himself, such as property insurance, and life, 
health and retirement insurance. Contracts used by business firms are 
studied in sufficient detail to provide a background for the more 
complex and specialized kinds of business insurance. The author 
presents his material at a level which makes it easily accessible to 
students and to those unfamiliar with insurance practices. Examples 
of the principal policy forms associated with each type of insurance 
are incorporated into the various chapters. March, 1962 


MODERN LIFE INSURANCE, Third Edition 

by Robert I. Mehr, University of Illinois, and R. W. Osler, 
President, Underwriters National Assurance Company, Indian- 
apolis 

The preceding edition of this comprehensive text was the winner of 
the Elizur Wright award as an “outstanding, original contribution 
to the literature of insurance.” Now it has been thoroughly up-dated 
to incorporate all of the latest developments in the field. It provides 
a functional treatment of all phases of life insurance, and integrates 
life and health insurance into income insurance, in accordance with 
the latest trends. The discussions of actuarial principles have also 
been greatly improved. Modern Life Insurance offers an impartial 
view of life insurance as a business and an industry, and it is an 
excellent reference work for the life insurance man, as well as a 
valuable text for college insurance courses. 1961, 768 pages, $8.50 


60 Fifth Avenue, New York 11, N. Y. 
A Division of The Crowell-Colliez Publishing Company 
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Three Highly - Regarded Books 


Student of Insuranee and Finance 






Accident and health 
insurance are incor- 
porated in the chap- 
ters on life insurance, 
and a new chapter 
has been added on 

















“The Human Life 
Value and Its Proper 
Protection.” 






250 p., $5.50 





















LIFE 
INSURANCE 


Fifth Edition 
By Solomon S. Huebner 
and 










Kenneth Black, Jr. 


The entire field of life 
insurance — includ- 






vision of life insurance. 


THE ECONOMICS OF LIFE INSURANCE 
Third Edition 
By Solomon S. Huebner 
Brought completely up-to-date with all current statistical refer- 
ences, this official text of the A.C.L.U. reflects the many changes 
that have taken place in standard life policies in recent years. 





ing group insurance, pensions, and health insurance—is covered 
in this well-known textbook. Divided into five parts, the book 
contains sections on the nature and uses of life insurance; the 
science of life insurance; analysis of the policy contract; special 
forms of life insurance; and organization, management, and super- 


for the 











ESTATES AND TRUSTS Third Edition 
By Gilbert T. Stephenson 


This widely-acclaimed book has been expanded 
to meet the changing needs of the American 
College of Life Underwriters; however, it con- 
tains, in revised form, virtually all of the funda- 
mental material of the older edition. The new 
material is for the student who already is, or 


who will be, engaged in settling estates and ad- 
wayne | trusts, or in helping other persons 


plan the dispositicn and administration of their 
property. A notable feature of this book is the 
section containing sample instruments of disposi- 
tion and administration: a will, a living trust 
agreement, a personal insurance agreement, and 
a business insurance trust agreement. 

441 p., $6.00 










582 p., $6.50 





APPLETON - CENTURY - CROFTS, INC. 
34 West 33rd Street, New York I, N. Y. 
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RONALD college textbooks .. . 





This well-organized textbook combines a bal- 

anced treatment of the principles of insur- 

INSURAN CE ance with an explanation of the operations 

of insurers = an mon ee pep aa 
of policies. The general subjects of risk an 

— = o‘— the insurance method of meeting risks, the 

— fundamental legal principles, and the con- 

tract provisions and company practices com- 

mon to all insurers are carefully developed. 


The basic insurance contracts are given a 

FRANK JOSEPH ANGELL, line-by-line analysis to enable the student to 
New York University understand all important aspects of the main 
coverages. The basic principles are con- 

stantly re-emphasized in terms of the prac- 

tical problems which may arise within a 

particular situation. This combination of 


1959 "argh a and specific details serves as excel- 
ent preparation and review for certification 
894 pages —. Summaries oes questions fol- 
ow each chapter. “An excellent text...” 
Miastented —Frank J. ScHwENKER, University of North 
$8.00 Carolina. “A thorough, comprehensive intro- 
duction to insurance . . ."—BEST’S INSUR- 

ANCE NEWS. 


Treating every important phase of casualty 


insurance, this standard textbook offers clear- Cc ASU ALTY 


cut, analytical discussions of hazards and 


policies, insurers and rates, and the regula- INSURANCE 


tion of the casualty insurance business. 

Emphasizing basic principles, the book shows 

how theory is applied to practical situations. An Analysis of Hazards, 
It brings out contract features of various Policies, Insurers, and Rates 
policies, develops and documents back- 

ground facts, and provides impartial evalua- 


Cons. C. A. KULP, 


It fully explains rate making, insurance coal ; 

/ Pennsy 
carriers, policy clauses, the intricacies of Calenetly of ee 
health insurance, and the contribution pri- 


vate casualty insurance is making to the iti 

broad area of social security. “Well organ- aan ee 
ized, well written, readable, and understand- 635 pages 
able."—THE JOURNAL OF FINANCE. “A $8.00 


valuable contribution . . ."-—Frep R. Nrenavus, 
University of Colorado. 


THE RONALD Press COMPANY 


15 East 26th Street, New York 10, New York 
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